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Public Law 94-12
94th Congress
An Act

To amend the Internal Revenue Code of 1954 to provide for a refund of 1674
individual income taxes, to increase the low income allowance and the per-
centage standard deduction, to provide a eredit for personal exemptions and
a credit for certain earned income, to increase the investment credit and the
surtax exemption, to reduce percentage depletion for oil and gas, and for other
purposes.

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assemdled,

SEC. 1. SHORT TITLE; TABLE OF CONTENTS.

(a) Suorr TrrLe.—This Act may be cited as the “Tax Reduction
Act of 19757,

(b) Tapre or CoNTENTS.—

Sec. 1. Short title; table of contents.
Sec. 2. Amendment of 1954 Code.

TITLE I—REFUND OF 1974 INDIVIDUAL INCOME TAXES

Sec. 101. Refund of 1974 individual income taxes.
Sec. 102. Refunds disregarded in the administration of Federal programs and
federally assisted programs.

TITLE II—REDUCTIONS IN INDIVIDUAL INCOME TAXES

See. 201, Increase in low income allowance.

Sec. 202, Increase in percentage standard deduction.

Sec. 203. Credit for personal exemptions,

Sec. 204. Credit for certain earned income.

See, 205. Withholding tax.

Sec. 206. Increase in income limitation applicable to child and dependent care
deduction.

Sec. 207, Extension of period for replacing old residence for purposes of non-
recognition of gain under section 1034,

Sec. 208. Credit for purchase of new prinecipal residence.

Sec. 209. Effective dates.

TITLE ITI—CERTAIN CHANGES IN BUSINESS TAXES

Seec. 301. Increase in investment credit.

Sec. 302. Allowance of investment credit where construction of property will
take more than 2 years.

Sec. 303. Change in corporate tax rates and increase in surtax exemption.

Sec. 304. Increase in minimum aeccumulated earnings credit from $100,000 to
$150,000.

Sec. 305. Effective dates.

TITLH IV—CHANGES AFFECTING INDIVIDUALS AND BUSINESSES

Sec. 401. Federal welfare recipient employment incentive tax credit.
Sec. 402, Time when contributions deemed made to certain pension plans.

TITLE V—PERCENTAGE DEPLETION
See. 501, Limitations on percentage depletion for oil and gas.

TITLE VI—TAXATION OF FOREIGN OIL AND GAS INCOME AND OTHER
FOREIGN INCOME

Sec. 601. Limitations on foreign tax credit for taxes paid in connection with
foreign oil and gas income.

Sec. 602. Taxation of earnings and profits of controlled foreign corporations and
their shareholders.

Seec. 603. Deniné of DISC benefits with respect to energy resources and other
produets,

See. 604. Treatment for purposes of the investment credit of certain property
used in international or territorial waters.
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TITLE VII-MISCELLANEOUS PROVISIONS

Sec. T01. Certain unemployment compensation.

Sec. 702, Special payment to recipients of benefits under certain retirement and
survivor benefit programs.

SEC. 2. AMENDMENT OF 1954 CODE.

Except as otherwise expressly f)rovided, whenever in this Act an
amendment or repeal is expressed in terms of an amendment to, or
repeal of. a section or other provision, the reference shall be con-
sidered to be made tc a section or other provision of the Internal
Revenue Clode of 1954.

TITLE I—REFUND OF 1974 INDIVIDUAL
INCOME TAXES

SEC. 101. REFUND OF 1974 INDIVIDUAL INCOME TAXES,

(a) I~ GenEraL—Subchapter B of chapter 65 (relating to rules of
special application in the ease of abatements, credits, and refunds) is
amended by adding at the end thereof the foﬂowiug new section:
“SEC. 6428. REFUND OF 1974 INDIVIDUAL INCOME TAXES.

“(a) Generan RuLe—Except as otherwise provided in this section,
each individual shall be treatecf as having made a payment against the
tax imposed by chapter 1 for his first taxable year finning in 1974
in an amount equal to 10 percent of the amount of his liability for tax
for such taxable year.

“(b) Minmrum Payment.—The amount treated as paid by reason
of this section shall not be less than the lesser of—

“(1) the amount of the taxpayer’s liability for tax for his first
taxable year beginning in 1974, or )

“(2) $100 ($50 in the case of a married individual filing a sepa-
rate return).

“(¢) Maximom PAyMENT.—

“(1) I~ cENEraL—The amount treated as paid by reason of
this section shall not exceed $200 ($100 in the case of a married
individual filing a separate return).

R ;‘ (2) LI;IITA‘I‘ION’ BASED ON ADJUSTED GROSS INCOME.—The excess
if any) of—
% (A) the amount which would (but for this paragraph) be
treated as paid by reason of this section, over
“(B) the applicable minimum payment provided by sub-
section (b)
shall be reduced (but not below zero) by an amount which bears
the same ratio to such excess as the adjusted gross income for the
taxable year in excess of $20,000 bears to $10,000. In the case of a
married individual filing a separate return, the preceding sen-
tence shall be applied by substituting ‘610,000’ for ‘420,000’ and
by substituting %5,000’ for ‘$10,000°,

“(d) Lrxasmrry ror Tax.—For purposes of this section, the liability
for tax for the taxable year shall be the sum of—

“(1) the tax imposed by chapter 1 for such year, reduced by the
sum of the credits allowable under—

“(A) section 33 (relating to foreign tax credit),
“(B) section 37 (relating to retirement income),
b; C mtio)n 38 '
able property),

“(5) section 40 (relating to expenses of work incentive

programs), and

relating to investment in certain depreci-

89 STAT. 27

26 USC 1 et seq.

26 USC 6428.

26 USC 1.

26 USC 33.

26 USC 37,
26 USC 38.

26 USC 40.



89 STAT. 28

26 USC 41.

26 USC 3102,
3202.

26 USC 1 et seq.

26 USC 6611
note.

26 USC 6611,

26 USC 6428

note,

Ante, p. 27.

26 USC 141.

26 USC 6013.
26 USC 2.

PUBLIC LAW 94-12—MAR. 29, 1975

“(E) section 41 (relating to contributions to candidates for
public office), plus

“(2) the tax on amounts deseribed in section 3102(¢) or 3202(c)
which are required to be shown on the taxpayer’s return of
chapter 1 tax for the taxable year.

“(e) Date Paymext Derpsmep Mape—The payment provided by
this section shall be deemed made on whichever of the following dates
is the later:

“(1) the date preseribed by law (determined without exten-
sions) for filing tEe return of tax under chapter 1 for the taxable
year, or
" %(2) the date on which the taxpayer files his return of tax under
chapter 1 for the taxable year.

“(f) Joint Rerury.—For pur
joint return under section 6013
individual.

“(g) Maritar Status.—The determination of marital status for
purposes of this section shall be made under section 143.

“(h) Cerraiy PersoNs Nor Evtemsre.—This section shall not apply
to any estate or trust, nor shall it apply to any nonresident alien
individual.”

(b) No Interest oN Inpivipuan Income Tax Rerunps ror 1974
Rerunpep WitHIN 60 Davs Arrer Rerury Is Fiuep.—In applying
section 6611 (e) of the Internal Revenue Code of 1954 (relating to
income tax refund within 45 days after return is filed) in the case of
any overpayment of tax imposed by subtitle A of such Code by an indi-
vi(ﬁlal (other than an estate or trust and other than a nonresident alien
individual) for a taxable year beginning in 1974, “60 days” shall be
substituted for “45 days” each place it appears in such section 6611 ( eg.

(¢) Crericar AmenpmenNT.—The table of sections for such su
chapter B is amended by adding at the end thereof the following new
item:

“Sec, 6428, Refund of 1974 individual income taxes.”

SEC. 102. REFUNDS DISREGARDED IN THE ADMINISTRATION OF FED-
ERAL PROGRAMS AND FEDERALLY ASSISTED PROGRAMS,
Any payment considered to have been made by any individual by
reason of section 6428 of the Internal Revenue Code of 1954 shall not
be taken into account as income or receipts for purgoses of determining
the eligibility of such individual or any other individual for benefits
or assistance, or the amount or extent of benefits or assistance, under
any Federal program or under any State or local program financed
in whole or in part with Federal funds.

TITLE II—-REDUCTIONS IN INDIVIDUAL
INCOME TAXES

SEC. 201. INCREASE IN LOW INCOME ALLOWANCE.
(a) In GexeEran—Subsection (c¢) of section 141 (relating to low
. : ng
income allowance) is amended to read as follows:
“(c¢) Low Income ArLowaNceE.—The low income allowance is—
“(1) $1,900 in the case of—
“(A) a joint return under section 6013, or
“(B) a surviving spouse (as defined in section 2(a)),
“(2) $1,600 in the case of an individual who is not married and
who is not a surviving spouse (as so defined), or
“(3),33950 in the case of a married individual filing a separate
return.

ses of this section, in the case of a
oth spouses shall be treated as one
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(b) Cuaxee 1N Fmine Requmements To RerFrecT INCREASE IN
w IncomE ArrowaNcE—So much of paragraph (1) of section
6012(a) (relating to gersons required to make returns of income) as

precedes subparagraph (C) thereof is amended to read as follows:
“(1) (A) Every individual having for the taxable year a gross
income of $750 or more, except that a return shall not be required
oi aﬁ; )il)ldividual (other than an individual referred to in section

142 —

“(i) who is not married (determined by applying section
143), is not a surviving spouse (as defined in section 2(a)),
and for the taxable year has a gross income of less than

$2.350,
‘(ii) who is a surviving spouse (as so defined) and for the
taxable year has a income of less than $2,650, or

“(iii) who is entitled to make a joint return under section
6013 and whose gross income, when combined with the gross
income of his spouse, is, for the taxable year, less than
$3,400 but only if such individual and his spouse, at the close
of the taxable year, had the same household as their home.

Clause (iii) shall not apply if for the taxable year such spouse
makes a separate return or any other taxpayer is entitled to an
exemption for such spouse under section 151 (e).

“(B) The amount s(i)eciﬁed in clause (i) or (1i) of subpara.gmlph
(A) shall be increased by $750 in the case of an individual entitled
to an additional personal exemption under section 151(c) (1), and
the amount specified in clause (ii1) of subparagraph (A) shall
be increased $750 for each additional personal exemption to
zvr)};i?h) E-,he individual or his spouse is entitlea under section

eyisr,

(¢) Cuaxee v OprioNaL Tax Tasres.—Section 3 (relating to
optional tax tables) is amended by striking out “$10,000” an§ by
inserting in lieu thereof “$15,000”.

SEC. 202. INCREASE IN PERCENTAGE STANDARD DEDUCTION.

(u‘} Increase—Subsection (b) of section 141 (relating to percentage
standard deduction) is amended to read as follows:

“(b) PrrcENTaGE STANDARD DEpUCTION.—The percentage standard
deduction is an amount equal to 16 percent of adjusted gross income
but not to exceed—

“(1) $2,600 in the case of—

i E.&; 4 joint return under section 6013, or

“(B) a surviving spouse (as defined in section 2(a)),

“(2) $2,300 in the case of an individual who is not married and
who is not a surviving spouse (as so defined), or

“(3) $1,300 in the case of a married individual filing a separate
return.”

(b) CoxrormiNg AMENDMENT.—Subparagraph (B) of section 3402
(m) (1) (relating to withholding allowances based on itemized deduc-
tions) is amended to read as follows:

“(B) an amount equal to the lesser of (i{nlﬁ percent of his
estimated wages, or (ii) $2,600 ($2,300 in the case of an indi-
vidual who is not married (within the meaning of section
é%:&{ )a.)ng who is not a surviving spouse (as defined in section

a))).

SEC. 203. TAX CREDIT FOR PERSONAL EXEMPTIONS.

(a% In GeneraL—Subpart A of part VI of subchapter A of chapter
1 (relating to credits allowable agamst tax) is amended by redesignat-
ing section 42 as section 43 and by inserting after section 41 the follow-
ing new section:
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“SEC. 42. CREDIT FOR PERSONAL EXEMPTIONS.

“(a) Generar Rure—In the case of an individual, there shall be
allowed as a credit against the tax imposed by this chapter for the tax-
able year $30, multiplied by each exemption for which the taxpayer
is entitled for the taxable year under subsection (b) or (e) of sec-
tion 151.

“(b) Arpurcation Wira Oruer Creprrs—The credit allowed by
subsection (a) shall not exceed the amount of the tax imposed by this
chapter for the taxable year. In determining the credits allowed
under—
£ § 1} section 33 (relating to foreign tax credit),

“(2) section 37 (relating to retirement income),
“(8) section 38 (relating to investment in certain depreciable

property ).
“Ff) section 40 (relating to expenses of work incentive pro-
grams), and
“(5) section 41 (relating to contributions to candidates for
public office),
the tax imposed by this chapter shall (before any other reductions) be
reduced by the credit allowed by this section.”
(b) TrcHNICAL AND CLFERICAL AMENDMENTS.—
(1) The table of sections for such subpart is amended by strik-
ing out the last item and inserting in lieu thereof the following:

“Sec. 42. Credit for personal exemptions.
“Sec. 43. Overpayments of tax.”

(2) Section 56(a) (2) (relating to imtgosition of minimum tax)
is amended by striking out “;:gi” at the end of clause (iv), by
striking out *; and” at the end of clause S\') and inserting in
lieu thereof %, and”, and by inserting after clause (v) the folﬁ)w-
ing new clause:

“(vi) section 42 (relating to credit for personal exemp-
tions) ; and”,

(8) Section 56((2 (1) (relating to tax carryovers) is amended
by striking out “and” at the end of subparagraph (D), by striking
out “exceed” at the end of subparagraph r(ﬂﬁ) and inserting in lieu
thereof “and”, and by inserting after subparagraph (E) the fol-
lowing new subparagraph:

“(F) section 42 (relating to credit for personal exemp-
tions), exceed”.

(4) Section 6096(b) (relating to designation of income tax pay-
ments to Presidential Election Campaign Fund) is amended by
striking ont “and 41” and ingerting in ?igu thereof “41, and 42”.

SEC. 204. CREDIT FOR CERTAIN EARNED INCOME.

(a) Avvowance or Creprr.—Subpart A of part IV of subchapter
A of chapter 1 (relating to credits against tax) is amended by redesig-
nating section 43 as section 44, and by inserting after section 42 the
following new section:

“SEC. 43. EARNED INCOME.

“(a) Avrowance oF Creprr.—In the case of an eligible individual,
there shall be allowed as a credit against the tax imposed by this chap-
ter for the taxable year an amount equal to 10 percent of so much of
the earned income for the taxable year as does not exceed $4,000.

“(b) Limrrarion.—The amount of the credit allowable to a tax-
payer under subsection (a) for any taxable year shall be reduced (but
not below zero) by an amount equal to 10 percent of so much of the
adjusted gross income (or, if greater, the earned income) of the tax-
payer for the taxable year as exceeds $4,000.
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“(¢) Derinitions—For purposes of this section—
“(1) Eucmeie 1npwvipuaL—The term ‘eligible individual’

means an individual who, for the taxable year— Y

i EA) maintains a household (within the meaning of section
214(b) (3)) in the United States which is the principal place
of abode of that individual and of a child of that individual
with respect to whom he is entitled to claim a deduction under
section 151(e) (1) (B) (relating to additional exemption for
dePendents) ,and
‘(B) is not entitled to exclude any amount from gross
income under section 911 (relating to earned income %::om
sources without the United States) or section 931 (relating to
income from sources within the possessions of the United
States).
“(2) EArNED INCOME.—
L (A? The term ‘earned income’ means—
‘(i) wages, salaries, tips, and other employee compen-
sation, plus
“(iis the amount of the taxpayer’s net earnings from
self-employment for the tnxabﬂa year (within the mean-
ing of section 1402 (a)).
“(B) For purposes of sui?garagraph (A)—
| 1Leexcept as provided in clause (ii), any amount
shall be taken into account only if such amount 1s includi-
ble in the gross income of the taxpayer for the taxable
year,
“(ii) the earned income of an individual shall be com-
puted without regard to any community property laws,
“(iii) no amount received as a pension or annuity shall
be taken into account, and
“(iv) no amount to which section 871(a) applies
(relating to income of nonresident alien individuals not
connected with United States business) shall be taken
into account.

“(d) MarrmeEp Inpivibuars—In the case of an individual who is
married (within the meaning of section 143), this section shall apply
onl‘y if a joint return is filed for the taxable year under section 6013.

“(e) TaxapLe Yrar Must Be Fourn Taxasre Year—Except in the
case of a taxable year closed by reason of the death of the taxpayer,
no credit shall be allowable under this section in the case of a taxable
year covering a period of less than 12 months.”

i (b) Reruxp To Be Mape Warre Creprr Exceeps LiaBmTy ror
AX.—
(1) Section 6401(b) (relating to excessive credits) is
oy U T S ed ,
A) by inse relating to earned income credit),’
before “and qsz(bf"; and . )
(B) by striking out “and 39" and inserting in lieu thereof
a comma and “, 39, and 43”.
(2) Section 6201(a)(4) (relating to assessment authority) is
amended by—
' (A) inserting “or 43” after “section 39” in the caption of
such section ; and
(B) striking out “oil),” and inserting in lieu thereof “oil)
or section 43 (relating to earned income),”.
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(¢) Crericar. AmenpmENT.—The table of sections for such subpart
is amended by striking out the last item and inserting in lieu thereof
the following :

“Sec. 43. Credit for certain earned income.
“Sec. 44. Overpayments of tax.”
SEC. 205. WITHHOLDING TAX.

(a) Requmemext oF WrrHHOLDING.—Subsection (a) of section
3402 (relating to income tax collected at source) is amended to read
as follows:

“(a) RequiremenT oF WrirHHOLDING.—Except as otherwise pro-
vided in this section, every employer making payment of wages shall
deduet and withhold upon such wages a tax gletermined in accordance
with tables preseribed by the Seeretary or his delegate. The tables so
prescribed shall be the same as the tables contained in this subsection
as in effect on January 1, 1975, except that the amounts set forth as
amounts of income tax to be withheld with respect to wages paid after
April 30, 1975, and before January 1, 1976, shall reflect the full cal-
endar year effect for 1975 of the amendments made by sections 201
902, 203, and 204 of the Tax Reduction Act of 1975. For purposes of
applying such tables, the term ‘the amount of wages’ means the amount
by which the wages exceed the number of withholding exemptions
c]sa;imed, multiplied by the amount of one such exemption as shown in
the table in subsection (b) (1).”

(b) Coxvorming AmeNpMENT.—Section 3402(c) (6) (relating to
wage bracket withholding) is amended by striking out “table 7 con-
tained in subsection (a)” and inserting in lieu thereof “the table for
an annual payroll period preseribed pursuant to subsection (a)”.

SEC. 206. INCREASE IN INCOME LIMITATION APPLICABLE TO CHILD
AND DEPENDENT CARE DEDUCTION.

Section 214 (relating to expenses for household and dependent care
services necessary for gainful employment) is amended by striking
out “$18,000” each place it appears in subsection (d) and inserting in
lieu thereof “$35,000”.

SEC. 207. EXTENSION OF PERIOD FOR REPLACING OLD RESIDENCE
FOR PURPOSES OF NONRECOGNITION OF GAIN UNDER
SECTION 1034.

(a) OnE-YEAR PEriop INcrEASED TO 18 MONTHS.—

(1) Subsections (a), (¢)(4), (¢)(5), (d), and (h) of section
1034 (relating to nonrecognition of gain on sale or exchange of
residence) are each amended by striking out “1 year” each place it
appears and inserting in lieu thereof “18 months”.

(2) Subsection (c)(5) of section 1034 is amended by striking
out “one year” and inserting in lieu thereof “18 months”.

(b) 18-MoxTn Periop ror ConsTrUCTING NEW REsIDENCE INCREASED
T0 2 YrArs.—Subsection (¢) (5) of section 1034 is amended by strik-
ing out “18 months” and inserting in lieu thereof 2 years”.

SEC. 208. CREDIT FOR PURCHASE OF NEW PRINCIPAL RESIDENCE.

(a) Arrowance or Creprr.—Subpart A of part IV of subchapter A
of chapter 1 (relating to credits allowed) is amended by redesignating
section 44 as section 45 and by inserting after section 43 the following
1ew section:

“SEC. 44. PURCHASE OF NEW PRINCIPAL RESIDENCE.

“(a) GeneraL Rure.—In the case of an individual there is allowed,

as a credit against the tax imposed by this chapter for the taxable year,

an amount equal to 5 percent of the purchase price of a new principal
residence purchased or constructed by the taxpayer.
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“(b) LiMITATIONS.— y
“(1) Maximunm crepiT.—The credit allowed under subsection
(a) may not exceed $2,000.
“(2) ILIMITAﬂON 10 ONE RESIDENCE.—The credit under this sec-
tion shall be allowed with respect to only one residence of the
taxpayer.
“(3§' Marriep 1npivibuALS.—In the case of a husband and wife
who file a joint return under section 6013, the amount specified 26 USC 6013.
under paragraph (l% shall apply to the joint return. In the case of
a married individual filing a separate return, Paragraph (1) shall
be applied by substituting ‘61,000" for ‘62,000".
“(4) OprraiNy oTHER TAXPAYERS.—In the case of individuals
to whom paragraph (3) does not apply who together purchase the
same new principal residence for use as their principal residence,
the amount of the credit allowed under subsection (a) shall be
allocated among such individuals as prescribed by the Secretary
or his delegate, but the sum of the amounts allowed to such indi-
viduals shall not exceed $2,000 with respect to that residence.
“(5) ArpLicatioNn witH oTHER CREDITS.—The credit allowed
by subsection (a) shall not exceed the amount of the tax imposed
by this chapter for the taxable year, reduced by the sum of the
credits allowable under sections 33, 37, 38, 40, 41, and 42. 26 USC 33, 37,
“(¢) Derinrrions.—For purposes of this section— 38, 40, 41, 42.
“(1) New priNCIPAL RESIDENCE.—The term ‘new principal resi-
dence’ means a principal residence (within the meaning of section
1034), the original use of which commences with the taxpayer, 26 USC1034.
and includes, without being limited to, a single family structure,
a residential unit in a condominium or cooperative housing proj-
ect, and a mobile home.
“(2) Purcaase price.—The term ‘purchase price’ means the
adjusted basis of the new principal residence on the date of the
acquisition thereof.
“(3) Purcaase—The term ‘purchase’ means any acquisition of
property, but only if—

“(A) the property is not acquired from a person whose
relationship to the person acquiring it would result in the
disallowance of losses under section 267 or 707(b) (but, in 26 USC 267,
applying section 267 (b) and (c) for purposes of this section, ol
paragraph (4) of section 267 (c{ shall be treated as providing
that the family of an individual shall include only his spouse,
ancestors, and lineal descendants), and

“(B) the basis of the pro(ferty in the hands of the person
acquiring it is not determined—

“fi) in whole or in part by reference to the adjusted
basis of such property in the hands of the person from
whom acquired, or

“(ii) under section 1014(a) (relating to property 26 USC 1014.
acquired from a decedent).

“(d) Recaprure For CerTATN DIspostrions.—

“(1) I~ eeNeraL.—Except as provided in paragraphs (2) and
(8), if the taxpayer disdizmes of property with respect to the
purchase of which a credit was allowed under subsection (a) at
any time within 36 months after the date on which he acquired it
(or, in the case of construction by the taxpayer, on the day on
which he first occupied it) as his Erincipal residence, then the tax
imposed under this chapter for the taxable year in which termi-
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nates the replacement period under paragraph (2) with respect
to the disposition is increased by an amount equal to the amount
allowed as a credit for the purchase of such property.

“(2) ACQUISITION OF NEW R.ESIIJENCE.—IA in connection with a
disposition described in paragraph (1) and within the applicable
period prescribed in section 1034, the taxpayer purchases or con-
structs a new principal residence, then the provisions of paragraph
(1) shall not apply and the tax imposed by this chapter for the
taxable year following the taxable year during which disposition
oceurs is increased by an amount which bears the same ratio to the
amount allowed as a credit for the purchase of the old residence
as (A) the adjusted sales price of the old residence (within
the meaning of section 1034), reduced (but not below zero) by the
taxpayer’s cost of purchasing the new residence (within the
meaning of such section) bears to (B) the adjusted sales price of
the old residence.

“(3) DEATH OF OWNER; CASUALTY LOSS; INVOLUNTARY CONVER-
ston ; ero.—The provisions of paragraph (1) do not apply to—

“ (hA) a disposition of a residence made on account of the

death of any individual having a legal or equitable interest

therein occurring during the 36 month period to which ref-
erence is made under such paragraph,

“(B) a disposition of the old residence if it is substantially
or completely destroyed by a casualty deseribed in section
165(c) F3) or compulsorily and involuntarily converted
(within the meaning of section 1033(a)), or

#(C) a disposition pursuant to a settlement in a divorce or
legal separation proceeding where the other spouse retains
the residence as principal residence.

“(e) ProrerTY TO WHICH SECTION APPLIES.—

“(1) Ix eeneraL—The provisions of this section apply to a

new principal residence—
IQ;gAS) the construction of which began before March 26,
;)
“(B) which is acguired and occupied by the taxpayer after
March 12, 1975, and before January 1, 1977, and
“(C)_if not constructed by lfhye taxpayer, which was
acquired by the taxpayer under a binding contract entered
into by the taxpayer be¥ore January 1, 1976.

“(2) SELF-CONSTRUCTED PROPERTY BEGUN BEFORE MARCH 13,
1075.—In the case of property the construction of which was
begun by the taxpayer before March 13, 1975, only that portion of
the basis of such property properly allocable to construction after
March 12, 1975, shall be taken into aceount in determining the
amount of the credit allowable under subsection (a).

“(3) Binpine conTrRAcT.—For purposes of this subsection, a
contract for the purchase of a residence which is conditioned upon
the Eur{:haser’s obtaining a loan for the purchase of the residence
(including conditions as to the amount or interest rate of such
loan) is not considered non-binding on account of that condition.

_%(4) CERTIFICATION MUST BE ATTACHED TO RETURN.—This sec-
tion shall not apply to any residence (other than a residence con-
structed by the taxpayer) unless there is attached to the return
of tax on which the credit is claimed a certification by the seller,
in accordance with regulations preseribed by the Secretary or his
delegate, that the purchase price is the lowest price at which the
residence was ever offered for sale.”
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(b) Surrs To Recover AmounTs oF Price INcreasks.-—If—

(1) any person certifies under section 44 (e) (4) of the Internal
Revenue Code of 1954 that the price for which a residence was
sold is the lowest price at which the residence was ever offered for
sale, and

(2) the price for which the residence was sold exceeded the
lowest price at which the residence was ever offered for sale,

such person shall be liable to the purchaser of such residence in an

amount equal to three times the amount of such excess. The United

States district courts shall have jurisdietion of suits to recover such

amounts without regard to any other provision of law. In any suit

brought under this subsection in which judgment is entered for the
urchaser, he shall also be entitled to recover a reasonable attorney’s
ee,

(¢) Den1aL or Depucrion.—Notwithstanding the provisions of sec-
tion 162 or 212 of the Internal Revenue Code of 1954, no deduction
shall be allowed in computing taxable income for two-thirds of any
amount paid or incurred on a judgment entered against any person in
a suit brought under subsection (b?m

(d) TecuNicAL AND CLERICAL AMENDMENTS.—

(1) The table of sections for such subpart is amended by strik-
ing out the last item and inserting in lieu thereof the following:

“‘S8ec. 44. Credit for purchase of new prineipal residence.
“Sec. 45. Overpayments of tax.”

(2) Section 56(a) (2) (relating to imposition of minimum tax)
is amended by striking out “and” at the end of clause (v), by
s('.ri.kinf out “; and” at the end of clause (vi) and inserting in lieu
thereof ¢, and”, and by inserting after clause (vi) the following
new clause:

“(vil) section 44 (relating to credit for purchase of new
rincipal residence); and”.

(3? Section 56(c) (1) (relating to tax carryovers% is amended
by striking out “and” at the end of subparagraph (E), by striking
out “exceed” at the end of subparagraph (F) and mserting in lieu
thereof “and”, and by inserting after subparagraph (F) the fol-
lowing new subparagraph :

“(G) section 44 (relating to credit for purchase of new
principal residancee, exceed”.

(4) Section 6096(b) (relating to designation of income tax pay-
ments to Presidential Election Campaign Fund) is amendeg by
striking out “and 42” and inserting in lieu thereof “42, and 44”.

SEC. 209. EFFECTIVE DATES.

(a) Srcrions 201, 202(a), ANp 203.—The amendments made by sec-
tions 201, 202(a), and 203 shall apply to taxable years ending after
December 31, 1974. Such amendments shall cease to apply to taxable
years ending after December 31, 1975.

(b) Secriox 204.—The amendments made by section 204 shall
apply to taxable years beginning after December 31, 1974, and before
January 1, 1976.

(e) Secrions 202(b) anp 205—The amendments made by sections
202(b) and 205 shall apply to wages paid after April 30, 1975, and
before January 1, 1976.

(d) Secrron 206.—The amendments made by section 206 apply to
taxable years beginning after the date of enactment of this Act.

(e) Srkctron 207.—The amendments made by section 207 shall apply
to old residences (within the meaning of section 1034 of the Internal
Revenue Code of 1954) sold or exchanged after December 31, 1974, in
taxable years ending after such date.
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TITLE III—CERTAIN CHANGES IN

BUSINESS TAXES

SEC. 301. INCREASE IN INVESTMENT CREDIT.

(a) IncreAsE or INvesTMENT CrEDIT.—Paragraph (1) of section 46
(a) (determining the amount of the investment credit) is amended to
read as follows:

“(1) GENERAL RULE—

“(A) Tex pErcENT crEDIT.—Except as otherwise provided
in this paragraph, in the case of a property described in sub-
paragraph (DL, the amount, of the credit allowed by section
38 for the taxable year shall be an amount equal to 10 percent
of the gualiﬁed investment (as determined under subsections
(¢) and (d)).

“(B) EvreveEN pERCENT CREDIT.—ExXcept as otherwise pro-
vided in this paragraph, in the case of a corporation which
elects to have the provisions of this subparagraph apply, the
amount of the credit allowed by section 88 for the taxable year
with respect to property described in subparagraph (D) shall
be an amount equal to 11 percent of the qualified investment
(as determined under subsections (¢) and (d)). An election
may not be made to have the provisions of this subparagraph
apply for the taxable year unless the corporation meets the
requirements of section 301 (d) of the Tax Reduction Act of
13%5. An election by a corporation to have the provisions of
this subparagraph apply shall be made at such time, in such
form, and in such manner as the Secretary or his delegate
may prescribe.

“(C) SEvEN PERCENT OREDIT.—Except as otherwise provided
in this paragraph, the amount of credit allowed by section
38 for the taxable year shall be an amount equal to T percent
of the qualified investment (as determined under subsections
(c) and (d)).

“(D) Traxsrrioxar rures.—The provisions of subpara-
graphs (A) and (1) shall apply only to—

“(i) property to which subsection (d) does not apply,
the construction, reconstruction. or erection of which 1s
completed by the taxpayer after January 21, 1975, but
only to the extent of the basis thereof attributable to the
construction, reconstruction, or erection after Janu-
ary 21, 1975, and before Jannary 1, 1977,

“(ii) property to which subsection (d) does not apply,
acquired by the taxpayer after January 21, 1975, and
be(‘}me January 1, 1977, and placed in service by the tax-
payer before January 1. 1977, and 4

“(iii) property to which subsection (d) applies, but
only to the extent of the qualified investment Fas deter-
mined under subsections (¢) and (d)) with respect to
qualified progress expenditures made after January 21,
1975, and Eefore January 1,1977."

(b) Pusric UriLity PROPERTY.— ;
(1) DETERMINATION OF QUALIFIED mvr:smx—:yT.—_.Subpamgr%ph
(A) of section 46(c)(3) (relating to determination of qualified
investment in the case of public utility property) is amended to
read as follows:

“(A) To the extent that subsection (a)(1)(C) applies to
property which is public utility property, the amount of the
qualified investment shall be 4; of the amount determined
under paragraph (1).”.
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(2)  INCREASE IN 50-PERCENT LIMITATION.—Section 46(a) 26 USC 46.
(relating to determination of amount of credit) is amended by
adding at the end thereof the following new paragraph:

“(6) AurerNaTIvE Limrrarion 18 e Cask oF Cerraiy Uriniries.—
“(A) In eeneraL.—If, for a taxable year ending after
calendar year 1974 and before calendar year 1981, the amount
of the qualified investment of the taxpayer which is attribut-
able to public utility property is 25 percent or more of his
aggregate qualified investment, then subparagraph (C) of
paragraph (2) of this subsection shall be applied by sub-
stituting for 50 percent his applicable percentage for such
ear.
“(B) AprricapLe PERCENTAGE—The applicable percentage
of any taxpayer for any taxable year is—
“(i) b0 percent, plus
“(i1) that portion of the tentative percentage for the
taxable year which the taxpayer’s amount of qualified
investment which is public utility property bears to his
aggregate qualified investment.
If the Eroport.ion referred to in clause (ii) is 75 percent or
more, the applicable percentage of the taxpayer for the year
shall be 50 percent plus the tentative percentage for such
ear.
“(C) TenraTive PERCENTAGE.—For purposes of subpara-
graph (B). the tentative percentage shall be determined
under the following table:

“If the taxable year The tentative
in: percentage is:

1975 or 1976 50
1977 SIS S BT ES T ES, 40
1978 _ 30
£ P i 20
1980 2 . 10

“(D) Punric vrinrry pROPEPTY DEFINED.—For purposes of
this paragraph, the term ‘public utility property’ has the
meaning given to such ferm by the first sentence of subsec-
tion (c) (3) (B).”
(3) LIMITATION IN CASE OF CERTAIN REGULATED COMPANIES.—
Section 46 (f), as redesionated by section 302 (a) of this Act (relat- Post, p. 40.
ing to limitatirn in ease ~" cortain reeulated companies), is
amended by adding at the end thereof the following new
pa‘fagra%h: 2
(8) ProMIBITION OF TMMFEDIATE FLOWTHROUGH.—AN election
made under paragraph (3) shall apply only to the amount of the
credit allowable under section 38 with respect to public utility 26 USC 38.
property (within the meanine of subsection (a)(6) (D)) deter-
mined as if the Tax Reduction Act of 1975 had not been enacted.
Any taxpayer who had timely made an election under paragraph
(3) mag, at his own option and without regard to any requirement
im by an agency described in subsection (c) (3)?]3), elect
within 90 days after the date of the enactment of the Tax Reduc-
tion Act of 1975 (in such manner as the Secretary or his delegate Ante, p. 26.
shall prescribe) to have the provisions of paragraph (3) apply
with respect to the amount of the credit allowable under section
38 with respect to such property which is in excess of the amount
determined under the preceding sentence. If such taxpayer does
not make such an election, paragraph (1) or (2) (whichever para-
graph is applicable without regard to this paragraph) shall appl
to such excess credit, except that if neither paragraph (1) nor ?2{

RY 904 +~ WO 0w
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is aﬁplicable (without regard to this paragraph), paragraph (1)
shall apply unless the taxpayer elects (in such manner as the Sec-
retary or his delegate shall prescribe) within 90 days after the date
of the enactment of the Tax Reduction Act of 1975 to have the
provisions of paragraph (2) apply. The provisions of this para-
graph shall not be applied to disallow such excess credit before
the first final determination which is inconsistent with such
requirements is made, determined in the same manner as under
paragraph (4).”

(4) Errecrive paTes—The amendment made by paragraph (1)
of this subsection shall ap{le to property placed in service after
January 21, 1975, in taxable years ending after January 21, 1975.
The amendments made by paragraphs (2) and (3) shall apply to
taxable years ending after December 31, 1974.

U(C) Increase From $50,000 to $100,000 or DoLrar LiMrTaTioN oN
SED PROPERTY.—

(1) In eENEraL—Paragraph (2) of subsection 48(c) (relating
to dollar limitation in case of used section 38 property) is
amended—

(A) by striking out “$50,000” each place it appears and
inserting in lieu thereof “$100,000”, and

(B) b}r striking out “$25,000” and inserting in lieu thereof
“$50,000™,

(2) Errecrive pate—The amendments made by paragraph (1)
shall apply only to taxable years beginning after December 31,
1974, ﬂ.ll(? before January 1, 1977.

(d) Praxy RequireMENTS FOR TaAxpavers Erircring 11-PERCENT
Creprr—In order to meet the requirements of this subsection—

(1) A corporation (hereinafter in this subsection referred to as
the “employer”) must establish an employee stock ownership plan
(described in paragraph (2)d) which is funded by transgt)zrs of
employer securities in accordance with the provisions of para-
graph (6) and which meets all other requirements of this
subsection.

(2) The plan referred to in paragraph (1) must be a defined
contribution plan established in writing which—

(A) is a stock bonus plan, a stock bonus and a money pur-
chase pension plan, or a profit-sharing plan,

((1 B) is designed to invest primarily in employer securities,
an

(C) meets such other requirements (similar to require-
ments applicable to employee stock ownership plans as defined
in section 4975 (e) (7) of the Internal Revenue Code of 1954)
as the Secretary of the Treasury or his delegate may

rescribe.

(3) The plan must provide for the allocation of all employer
securities transferred to it or purchased by it (because of the
requirements of section 46(a) a) (B) of tge Internal Revenue
Code of 1954) to the account of each participant (who was a par-
ticipant at any time during the plan year, whether or not he is a
participant at the close of the plan year) as of the close of each
plan year in an amount which bears substantially the same pro-
portion to the amount of all such securities allocated to all partici-
pants in the plan for that plan year as the amount of compensation
paid to such participant (disregarding any compensation in excess
of the first $100,000 per year) bears to the compensation paid to all
such participants during that year (disregarding any compensa-
tion in excess of the first $100,000 with respeet to any participant).
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Notwithstanding the first sentence of this paragraph, the alloca-
tion to participants’ accounts may be extended over whatever
period may be necessary to comply with the requirements of sec-
tion 415 of the Internal Revenue Code of 1954.

(4) The plan must provide that each participant has a nonfor-
feitable right to any stock allocated to his account under para-
graph (3), and that no stock allocated to a participant’s account
may be distributed from that account before the end of the eighty-
fourth month beginning after the month in which the stock is
allocated to the account except in the case of separation from
the service, death, or disability. A -

(5) The plan must provide that each participant is entitled to
direct the plan as to the manner in which any employer securities
allocated to the account of the participant are to be voted.

(6) On making a claim for credit, adjustment, or refund under
section 38 of the Internal Revenue Code of 1954, the employer
states in such claim that it agrees, as a condition of receiving any
such credit, adjustment, or refund, to transfer employer securities
forthwith to the plan having an ag ate value at the time of the
claim of 1 percent of the amount of the qualified investment (as
determined under section 46 (¢) and (d) of such Code) of the tax-
payer for the taxable year. For purposes of meeting the require-
ments of this paragraph, a transfer of cash shall be treated as a
transfer of employer securities if the cash is, under the plan, used
to purchase employer securities.

7) Notwithstanding any other provision of law to the contrary,
if the plan does not meet the requirements of section 401 of the
Internal Revenue Code of 1954—

(A) stock transferred under paragraph (6) and allocated
to the account of any participant under paragraph (3) and
dividends thereon shall not be considered income of the par-
ticipant or his beneficiary under the Internal Revenue e
of 1954 until actually distributed or made available to the
participant or his beneficiary and, at such time, shall be
taxable under section 72 of such Code (treating the par-
ticipant or his beneficiary as having a basis of zero in the
contract),

(B) no amount shall be allocated to any participant in
excess of the amount which might be allocated if the plan met
the requirements of section 401 of such Code, and

(C) the plan must meet the requirements of sections 410
and 415 of such Code.

( 8}3 If the amount of the credit determined under section 46(a)
(1) (B) of the Internal Revenue Code of 1954, is recaptured in
accordance with the provisions of such Code, the amounts trans-
ferred to the plan under this subsection and allocated under the
plan shall remain in the plan or in participant accounts, as the case
may be and continue to be allocated in accordance with the origi-
nal plan agreement.

(9) For purposes of this subsection, the term—

(A) “employer securities” means common stock issued by
the employer or a corporation which is in control of the
employer (within the meaning of section 368(c) of the
Internal Revenue Code of 1954) with voting power and
dividend rights no less favorable than the voting power and
dividend rights of other common stock issued by the
employer or such controlling colr]poratiun, or securities 1ssued
by the employer or such controlling corporation, convertible
into such stock, and

89 STAT. 39
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(B) “value” means the average of closing prices of the
employer’s securities, as reported by a national exchange on
which securities are listed, for the 20 consecutive trading days
immediately preceding the date of transfer or allocation of
such securities or, in the case of securities not listed on a
national exchange, the fair market value as determined in
good faith and in accordance with regulations issued by the
Secretary of the Treasury or his delegate.

(10) The Secretary of the Treasury or his delegate shall pre-
scribe such regulations and require such reports as may be neces-
sary to carry out the provisions of this subsection.

(11) If the employer fails to meet any requirement imposed
under this subsection or under any obligation undertaken to com-
ply with the requirement of this subsection, he is liable to the
United States for a civil penalty of an amount equal to the amount
involved in such failure. The preceding sentence shall not apply
if the taxpayer corrects such failure (as determined by the Secre-
tary of the Treasury or his delegate) within 90 days after notice
thereof, For purposes of this paragraph, the term “amount
involved” means an amount determined by the Secretary or his
delegate, but not in excess of 1 percent of the qualified investment
of the taxpayer for the taxable year under section 46(a) (1) (B
and not less than the product (:~ty one-half of one percent of sue
amount multiplied by the number of months (or parts thereof)
during which such failure continues. The amount of such pen-
alty may be collected by the Secretary of the Treasury in the
same manner in which a deficiency in the payment of Federal
income tax may be collected.

(12) Notwithstanding any provision of the Internal Revenue
Code of 1954 to the contrary, no deductions shall be allowed under
section 162, 212, or 404 of such Code for amounts transferred to
an employee stock ownership plan and taken into account under
this subsection.

SEC. 302. ALLOWANCE OF INVESTMENT CREDIT WHERE CONSTRUC-

TION OF PROPERTY WILL TAKE MORE THAN 2 YEARS.

(a) GeneraL Rune.—Section 46 (relating to amount of credit) is
amended by redesignating subsections (d) and (e) as subsections (e)
and (f), respectively, and by inserting after subsection (c) the follow-
inﬁ' new subsection :

(d) Quavririep Progress ExPENDITURES.—

“(1) Inx genErAL—In the case of any taxpayer who has made
an election under paragraph (6({, the amount of his qualified
investment for the taxable year (determined under subsection (c)
without regard to this subsection) shall be increased by an amount
equal to his agiregate qualified progress expenditures for the
taxable year with respect to progress expenditure property.

“(2) PROGRESS EXPENDITURE PROPERTY DEFTNED,—

“(A) In eenerar—For purposes of this subsection, the
term ‘progress expenditure property’ means any property
wklclﬁ is being constructed by or for the taxpayer and
which—

“(i) has a normal construction period of two years
or more, and
“(i1) it is reasonable to believe will be new section 38
property having a useful life of 7 years or more in the
hands of the taxpayer when it is placed in service.
Clauses (i) and (i1) of the preceding sentence shall be
applied on the basis of facts known at the close of the taxable
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ear of the taxpayer in which construction begins (or, if
ater, at the close of the first taxable year to which an election
under this subsection applies).

“(B) NorMAL CONSTRUCTION PERIOD.—For purposes of sub-
paragraph (A), the term ‘normal construction period’ means
the period reasonably expected to be required for the con-
struction of the property— \

“(i) beginning with the date on which physical work
on the construction begins Sor, if later, the first day of
the first taxable year to which an election under this
subsection applies), and

“(ii) ending on the date on which it is expected that
the property will be available for placing in service.

“(3) QUALIFIED PROGRESS EXPENDITURES DEFINED.—F or purposes
of this subsection—

“(A) Sevr-consrrucTED PROPERTY.—In the case of any
self-constructed property, the term ‘qualified progress expend-
itures’ means the amount which, for purposes of this sub-
part, is, properly chargeable (during such taxable year) to
capital account with respect to such property.

“(B) Non-serLr-coNSTRUCTED PROPERTY.—In the case of
non-self-constructed property, the term ‘qualified progress
expenditures’ means the lesser of—

~%(1) the amount paid during the taxable year to
another person for the construction of such property, or

(i) &e amount which represents that proportion of
the overall cost to the taxpayer of the construction by
such other person which is properly attributable to that
portion of such construction which is completed during
such taxable year.

“(4) SPECIAL RULES FOR APPLYING PARAGRAPH (3).—For pur-
poses of paragraph (3)—

#(A) %IOM'PONENT rarTs, Erc.—Property which is to be a
component part of, or is otherwise to be included in, any
progress expenditure property shall be taken into account—

“(i) at a time not earlier than the time at which it
becomes irrevocably devoted to use in the progress
exPenthnre property, and

‘(ii) as if (at the time referred to in clause (i)) the
taxpayer had expended an amount equal to that portion
of the cost to the taxpayer of such component or other
property which, for purposes of this subpart, is properly
chargeable (during such taxable year) to capital account
with respect to such property.

“(B) CERTAIN BORROWINGS DISREGARDED.—Any amount bor-
rowed directly or indirectly by the taxpayer from the person
constructing the property for him shall not he t‘.reatf.%ff’B as an
amount expended for such construction.

“(C) CERTAIN UNUSED EXPENDITURES CARRIED OVER.—In the
case of non-self-constructed property, if for the taxable
year—

“(1) the amount under clause (i) of paragraph (3) (B
exceeds the amount under clause (ii) of paragrap (3;
(B), then the amount of such excess sha]? be taken into
account under such clause (i) for the succeeding taxable
year, or

“(ii) the amount under clause (ii) of paragraph (3)
(B) exceeds the amount under clause (i) of paragraph
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(3) (B), then the amount of such excess shall be taken
into account under such clause (ii) for the succeeding
taxable year.

“(D) DETERMINATION OF PERCENTAGE OF COMPLETION.—In
the case of non-self-constructed property, the determination
under paragraph (3) (B) (ii) of the proportion of the overall
cost: to the taxpayer of the construetion of any property
which is properly attributable to eonstruction completed dur-
ing any taxable year shall be made, under regulations pre-
seri by the Secretary or his delegate, on the basis of
engineering or architectural estimates or on the basis of cost
accounting records, Unless the taxpayer establishes otherwise
by clear and convincing evidence, the construction shall be
deemed to be completed not more rapidly than ratably over
the normal construction period.

“(E) No QUALIFIED PROGRESS EXPENDITURES FOR CERTAIN
PRIOR PERIODS,—In the case of any property, no qualified
progress expenditures shall be taken into account under this
subsection for any period before January 22,1975 (or, if later,
before the first day of the first taxable year to which an elce-
tion under this subsection applies).

“(F) No QUALIFIED PROGRESS EXPENDITURES FOR PROPERTY
FOR YEAR IT I8 PLACED IN SERVICE, ETC.—In the case of any
property, no qualified progress expenditures shall be taken
into account under this subsection for the earlier of—

“(i) the taxable year in which the property is placed
in service, or
“(1i) the first taxable year for which recapture is
required under section 47(a)(3) with respect to such
property,
or for any taxable year thereafter.

“(5) OruEer peEFINTTIONS.—For purposes of this subsection—

“(A) SeLr-cONSTRUCTED PROPERTY.—The term ‘self-con-
structed property’ means property more than half of the
construction expenditures for which it is reasonable to
believe will be made directly by the taxpayer.

“(B) NoN-SELF-CONSTRUCTED PROPERTY.—The term ‘non-
self-constructed property’ means property which is not self-
constructed property.

“(C) ConstructioN, Er¢.—The term ‘construction’ includes
reconstruction and erection, and the term ‘constructed’
includes reconstructed and erected.

“(D) ONLY CONSTRUCTION OF SECTION 38 PROPERTY TO BE
TAKEN INTO AccounNT—Construction shall be taken into
account only if, for purposes of this subpart, expenditures
therefor are properly chargeable to capital account with
respect to the property.

“(6) Erecrion.—A election under this subsection may be made
at such time and in such manner as the Secretary or his delegate
may by regulations prescribe. Such an election shall apply to the
taxable year for which made and to all subsequent taxable years.
Such an election, once made, may not be revoked except with the
consent of the Secretary or his delegate.

“(7) TransrrioNAn RuLes.—The qualified investment taken into
account under this subsection for any taxable year beginning
before January 1, 1980, with respect to any property shall be (in
lieu of the full amount) an amount equal to the sum of—



PUBLIC LAW 94-12—MAR. 29, 1975 89 STAT. 43

“(A) the applicable percen of the full amount
determined under the following table:

“For a taxable year The applicable
beginning in: percentage is:
1974 or 1975 20
i Lt g e e S -— 40
3 1.2 - S S S I N SRS S T N gg
Ly b B e NS T N S, e el A
1979 AL 100;
plus

“(B) in the case of any property to which this subsection
applied for one or more preceding taxable years, 20 percent of
the full amount for each such preceding taxable year.

For purposes of this paragraph, the term ‘full amount’, when used “Full amount.”
with respect to any property for any taxable year, means the
amount of the qualified investment for such property for such year
determined under this subsection without regard to this
paragraph.”
(b) ConrorMiNG AMENDMENTS.—
(1) AMENDMENT OF SECTION 46 (¢).—Section 46(c) (relating to 26 USC 46.
ualified investment) is amended by adding at the end thereof
‘t&ne following new paragraph:

“(4) Coorprnation with sussectioy (d).—The amount which
would (but for this paragraph) be t-dated as qualified investment
under this subsection with respect to any property shall be reduced
(but not below zero) by any amount treated by the taxpayer or a
gredecessor of the taxpayer (or, in the case of a sale and leaseback

eseribed in section 47(a)(3)(C), by the lessee) as qualified Infra.
investment with respect to such property under subsection (d), to
the extent the amount so treatedias not been required to be recap-
tured by reason of section 47 (a) (3).”

(2) Disposrrion, ETc.—

(A) Subsection ( a) of section 47 (relating to certain dis- 26 USC 47.
positions, ete., of section 38 propert-yL is amended by redesig-
nating paragraph (3) as paragraph (4) and by inserting
after paragraph (2) the following new paragraph:

“(3) PROPERTY CEASES TO BE PROGRESS EXPENDITURE PROPERTY.—

“(A) Ix eenerarL—If during any taxable year any prop-
erty taken into account in determining qualified investment
under section 46 (d) ceases (by reason of sale or other disposi- 4nee, p. 40,
tion, cancellation or abandonment of contract, or otherwise)
to be, with respect to the taxpayer, property which, when
placed in service, will be new section 38 property, then the
tax under this chapter for such taxable year shall be increased
by an amount equal to the aggregate decrease in the credits
allowed under section 38 for all prior taxable years which
would have resulted solely from reducing to zero the quali-
fied investment taken into account wi& respect to such
property.

“(B) CERTAIN EXCESS CREDIT RECAPTURED.—Any amount
which would have been applied as a reduction of the qualified
investment in property by reason of paragraph (4) of sec-
tion 46(c) but for the fact that a reduction under such para-
graph cannot reduce qualified investment below zero shall be
treated as an amount required to be recaptured under sub-
paragraph (A) for the taxable year in which the property is
placed in service.

“(C) CERTAIN SALES AND LEASEBACKS.—Under regulations
prescribed by the Secretary or his delegate, a sale by, and
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leaseback to, a taxpayer who, when the property is placed in
service, will be a llessee to whom section 48(d) applies shall
not be treated as a cessation deseribed in subparagraph (A)
to the extent that the qualified investment which will be
passed through to the lessee under section 48(d) with respect
to such property is not less than the qualified progress
expenditures properly taken into account by the lessee with
respect to such property.

“(D) CoORDINATION WITH PARAGRAPH (1).—If, after prop-
erty is placed in service, there is a disposition or other cessa-
tion described in paragraph (1), paragraph (1) shall be
applied as if any credit which was allowable by reason of
section 46(d) and which has not been required to be recap-
tured before such cessation were allowable for the taxable
year the property was placed in service.”

(¢) CLERICAL AMENDMENTS.—

(1) Paragraph (4) of cection 47(a) (as redesignated by sub-
section (b)(2) (A) of this section) is amended by striking out
“paragraph (1)” and inserting in lieu thereof “paragraph (1) or

3 "

(2) Paragraphs (5) and (6) (B) of section 47(a) are each
amended by striking out “paragraph (3)” and inserting in lien
thereof “paragraph (4)”.

(3) Paragraphs (1) and (2) of section 48(d) are each amended
by striking out “section 46(d) (1)” and inserting in lieu thereof
“section 46 (e) (1),

(4) Subsection (f) of section 50B is amended by striking out
“section 46(d)” and inserting in lien thereof “section 46(e)”.

SEC. 303. CHANGE IN CORPORATE TAX RATES AND INCREASE IN SUR-

TAX EXEMPTION.

(a) Tax Rates—Section 11(h) (relating to corporate normal tax)
is amended to read as follows:
“(b) Nomrmar Tax.—The normal tax is equal to—

“(1) in the case of a taxable year ending before January 1,
19715._ or after December 31, 1975, 22 percent of the taxable income,
anc

“(2) in the case of a taxable year ending after December 31,
1974, and before January 1, 1976, the sum of—

“(A) 20 percent of so much of the taxable income as does
not exceed $25.000, plus

“(B) 22 percent of so much of the taxable income as
exceeds $25,000.7,

(b) Surrax Exearerion.—Section 11(d) (relating to surtax exemp-
tion) is amended by striking out “$25,000” and inserting in lien thereof
#$50,0007.

(¢) TecunicaL AND CONFORMING AMENDMENTS,—

(1) Paragraph (1) of section 1561 (a) (as in effect for taxable
years beginning after December 31, 1974) (relating to limitations
on certain multiple tax benefits in the case of certain controlled
corporations) is amended by striking out “$25,000” and inserting
in lieu thereof “$50,000”. In applying subsection (b)(2) of sec-
tion 11, the first $25,000 of taxable income and the second $25,000
of taxable income shall each be allocated among the component
members of a controlled group of corporations in the same manner
as the surtax exemption is allocated.

(2) Paragraph (7) of section 12 (relating to cross references
for tax on corporations) is amended by striking out “$25,000”
and inserting in lieu thereof “$50,0007,
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(3) Section 962(c) (relating to surtax exemption for indi-
viduals electing to be subject to tax at corporate rates) is amended
by striking out “$25,000” and inserting in lieu thereof “$50,000”.

SEC. 304. INCREASE IN MINIMUM ACCUMULATED EARNINGS CREDIT
FROM $100,000 TO $150,000.

(a) Increase—Paragraphs (2) and ( 3} of section 535 (c) (relating

to accumulated earnings credit) are each amended by striking out
“$100,000” and inserting in lieu thereof “$150,0007.
_ (b) Coxrormine AMmeENpMENTS.—Sections 243(b) (3) (C) (i) (relat-
ing to qualifying dividends for purposes of the dividends received
deduction), 1551 (a) (relating to disallowance of surtax exemption and
accumulated earnings credit) and 1561 (a) (2) (relating to limitations
on certain multiple tax benefits in the case of certain controlled cor-
porations) are each amended by striking out “$100,000” and inserting
in lien thereof “$150,0007.

SEC. 305. EFFECTIVE DATES.

(a) Secrion 302.—The amendments made by section 302 shall apply
to taxable years ending after December 31, 1974.

(b) Secriox 303.—

(1) I~n eeneraL.—The amendments made by section 303 shall
apply to taxable years ending after December 31, 1974. The amend-
ments made by subsections (b) and (¢) of such section shall cease
to apply for taxable years ending after December 31, 1975.

(2) CHANGES TREATED A8 CHANGES IN TAX RATE—Section 21
(relating to change in rates during taxable year) is amended by
adding at the end thereof the following new subsection:

“(f) IncreASE IN SURTAX ExemprioN.—In a})plying subsection (a)
to a taxable year of a taxpayer which is not a ca endar year, the change
made by section 303 (b) of the Tax Reduction Aect of 1975 in section
11(d) (relating to corporate surtax exemption) shall be treated as a
change in a rate of tax.”

(¢) Secrrony 304.—The amendments made by section 304 apply to
taxable years beginning after December 31, 1974.

TITLE IV—CHANGES AFFECTING INDI-
VIDUALS AND BUSINESSES

SEC. 401. FEDERAL WELFARE RECIPIENT EMPLOYMENT INCENTIVE
TAX CREDIT. £
(n) In GENERAL.—

(1) Section 50A (a) (relating to determination of amount of
credit) is amended by adding at the end thereof the following new
paragraph:

“{6) LIMITATION WITH RESPECT TO NONBUSINESS FELIGIBLE
emrLoYEES.—Notwithstanding paragraph (1), the credit allowed
by section 40 with respect to Fgecgral welfare recipient employment
incentive expenses paid or incurred by the taxpayer during the
taxable year to an eligible employee whose services are not per-
formed m connection with a trade or business of the taxpayer
shall not exceed $1,000.”

(2) Section 50A (c) (2) (A) (relating to amount of credit) is
amended—

Ag by striking out “or” at the end of clause (ii),
B) by striking out the period at the end of clause (iii)
and inserting in lieu thereof a comma and “or”, and
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(C) by inserting at the end thereof the following new
clause:
“(iv) a termination of emPloyment of an individual
with respect to whom Federal welfare recipient employ-
ment incentive expenses (as described in section 50

Infra. (a)(2)) are taken into account under subsection (a).”
26 USC 50B. (3) Section 50B(agl (relating to definitions; special rules) 1s
amended to read as follows:

“(a) Work InceENTIVE ProGRAM ExPENSES.—

“(1) In gexErAL—For purposes of this subpart, the term ‘work
incentive program expenses’ means the sum of—

“(A) the amount of wages paid or incurred by the taxpayer
for services rendered during the first 12 months of employ-
ment (whether or not consecutive) of employees who are
certified by the Secretary of Labor as—

“(1) having been placed in employment under a work
incentive program established under section 432(b) (1)
42 USC 632. of the Social Security Act, and
“(ii) not having displaced any individual from
employment, plus

“(B) the amount of Federal welfare recipient employment
incentive expenses paid or ineurred by the taxpayer during
the taxable year.

“(2) Derintrion.—For purposes of this section, the term ‘Fed-
eral welfare recipient employment incentive expenses’ means the
amount of waﬁes paid or incurred by the taxpayer for services
rendered to the taxpayer before July 1, 1976, by an eligible
employee.

“(3) Excrusion.—No item taken into account under paragraph
(1) (A) shall be taken into account under paragraph (1) (B). No
item taken into account under paragraph (1) (B) shall be taken
into account under paragraph 1(A).”

(4) Section 50B(c) is amended—

(A) by striking out “subsection (a)” in paragraph (1) and
inserting in lieu thereof “subsection (a) (1) (A)”, and

(B) by striking out “subsection (a)” in paragraph (4) and
inserting in lieu thereof “subsection (a)(1)(A)”™.

(5) Section 50B is amended by redesignating subsection (
as (h) and by inserting immediately agler su%section (f) t%ne
following new subsection :

“(g) EucieLe EMPLOYEE—

“(1) EviciBLe Emproyee.—Kor purposes of subsection (a) (1)
(B), the term ‘eligible employee’ means an individual—

“(A) who has been certified by the appropriate agency of
State or local government as being eligible for financial

42 USC 601. assistance under part A of title IV of the Social Security Act
and as having continuously received such financial assistance
during the 90 day period which immediately precedes the date
on which such individual is hired by the taxpayer,

“(B) who has been emploged by the taxpayer for a period
ibn excess of 30 consecutive days on a substantially full-time

asis,

“(C) who has not displaced any other individual from
employment by the taxpayer, and

“(D) who is not a migrant worker.

The term ‘eligible employee’ includes an employee of the taxpayer
whose services are not performed in connection with a trade or
business of the taxpayer.
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“(2) Micrant workER—For purposes of paragraph (1), the
term ‘migrant worker’ means an individual who is employed for
services for which the customary period of employment by one
employer is less than 30 days if the nature of such services requires
that such individual travel from place to place over a short period
of time.”

(b) Errecrive Dare—The amendments made by this section with
respect to federal welfare recipient employment incentive expenses
shall apply to such expenses paid or incurred by a taxpayer to an
eligible employee whom such taxpayer hires after the date of the
enactment of this Act.

SEC. 402. TIME WHEN CONTRIBUTIONS DEEMED MADE TO CERTAIN
PENSION PLANS.

Section 1017 of the Employes Retirement Income Security Act of
1974 (relating to effective dates for funding, ete., provisions of that
Act) is amended—

(1) in subsection (b) by striking out ““(e¢) through (h),” and
inserting in lieu thereof “(¢) throu;f;h (1),"”;and
(2) by adding at the end thereof the following new subsection :

“(1) Contrisurions to H.R. 10 Praxs.—Notwithstanding subsec-
tions (b) and (¢)(2), in the case of a plan in existence on January 1,
1974, the amendment made by section 1013(c) (2) of this Act shall
apply, with respect to a plan which provides contributions or benefits
for employces some or all of whom are employees within the meaning
of section 401(c) (1) of the Internal Revenue Code of 1954, for plan
years beginning after December 31. 1974, but only if the employer
(within the meaning of section 401(c) (4) of such Code) elects in such
manner and at such time as the Secretary of the Treasury or his dele-
gate shall by regulations prescribe, to have such amendment so apply.
Any election made under this subsection, once made, shall be
irrevocable.”

TITLE V—PERCENTAGE DEPLETION

SEC. 591. LIMITATIONS ON PERCENTAGE DEPLETION FOR OIL AND
GAS.

(a) I~ Gexeran—Part I of subchapter T of chapter 1 (relating to
natural resources) is amended by inserting after section 613 the follow-
ing new section:

“SEC. 613A. LIMITATIONS ON PERCENTAGE DEPLETION IN CASE OF
OIL AND GAS WELLS.

“(a) Gexeran Rure—Except as otherwise provided in this sec-
tion, the allowance for depletion under section 611 with respect to any
oil or gas well shall be computed without regard to section 613.

“(b) Exemrrion ror CerTarN Domustic Gas WeLLs.—

“(1) In ceneraL—The allowance for depletion under section
611 shall be computed in accordance with section 613 with respect
to—

“(A) regulated natural gas,
“(B) natural gas sold under a fixed contract, and
“(C) any geothermal deposit in the United States or in a
possession of the United States which is determined to be a
gas well within the meaning of section 613(b) (1) (A),
and 22 percent shall be deemed to be specified in subsection (b)
of section 613 for purposes of subsection (a) of that section.
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“(2) DeriniTions—For purposes of this subsection—

“(A) NATURAL GAS SOLD UNDER A FIXED CONTRACT.—The
term ‘natural sold under a fixed contract’ means domestic
natural gas scﬁ!&aby the producer under a contract, in effect
on February 1, 1975, and at all times thereafter before such
sale, under which the price for such gas cannot be adjusted
to reflect, to any extent the increase in liabilities of the seller
for tax under this chapter by reason of the repeal of percent-
age depletion for gas. Price increases after February 1, 1975,
shall be presumed to take increases in tax liabilities into
account unless the taxpayer demonstrates to the contrary by
clear and convineing evidence.

“(B) RecurATED NATURAL GAs.—The term ‘regulated natu-
ral gas’ means domestic natural gas produced and sold by
the producer, before July 1, 1976, subject to the jurisdiction
of the Federal Power Commission, the price for which has
not been adjusted to reflect to any extent the increase in
liability of the seller for tax under this chapter by reason of
the repeal of percentage depletion for gas. Price increases
after February 1, 1975, shall be presumed to take increases
in tax liabilities into account unless the taxpayer demon-
strates the contrary by clear and convincing evidence.

“(e) ExemprioNn ror InxpepExpENT Probucers Axp Rovavry
OwNERs.—

“(1) In eExErRAL—Except as provided in subsection (d), the
26 USC 611. allowance for depletion un%er section 611 shall be computed in
26 USC 613. accordance with section 613 with respect to—

“(A) so much of the taxpayer’s average daily production
of domestic crude oil as does not exceed the taxpayer’s deplet-
able oil quantity ; and

& éB) so much of the taxpayer’s average daily production
of domestic natural gas as does not exceed the taxpayer’s
depletable natural gas quantity ;

and the applicable percentage (determined in accordance with
the table contained in paragraph (5)) shall be deemed to be
specified in subsection (b) of section 613 for purposes of sub-
section (a) of that section.

(1‘;(2) AvVERAGE DATLY PRODUCTION.—FoOr purposes of paragraph

L (EA) the taxpayer’s average daily production of domestic
crude oil or natural gas for any taxable year, shall be deter-
mined by dividing his aggregate prodllzction of domestic
crude oil or natural gas, as the case may be, during the tax-
able geag by the number of days in such taxable year, and
. “(B) in the case of a taxpayer holding a partial interest
in the production from any property (including an interest
held in a partnership) such taxpayer’s production shall be
considered to be that amount of such production determined
by multhIymg the total production of such property by the
taxpayer’s percentage participation in the revenues from such
property.

In applying this faragraph, there shall not be taken into account
any production of crude oil or natural gas resulting from second-
ary or tertiary processes (as defined in regulations prescribed by
the Secretary or his delegate).

“(3) DEPLETABLE OIL QUANTITY.—

“(A) In cEnEraL.—For purposes of paragraph (1), the
taxpayer’s depletable oil quantity shall be equal to—
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“(i) the tentative quantity determined under the table
contained in subparagraph (B), reduced (but not below
zero) by |

“(ii) the taxpayer’'s average daily secondary or tertiary

roduetion for the taxable year.

“(E) Puase-our TABLE—For purposes of subparagraph

(A)—
“In the case of production The tentative quantity
during the calendar year: in barrels is:
= | e L N T 2, 000
1976 -—— 1, 800
1977 1, 600
1978 1, 400
1979 )
1980 and thereafter 1, 000

“(4) DAILY DEPLETABLE NATURAL GAS QUANTITY.—For purposes
of paragraph (1), the depletable natural gas quantity of any
taxpayer for any taxable year shall be equal to 6,000 cubic feet
multiplied by the number of barrels of the taxpayer’s depletable
oil quantity to which the taxpayer elects to have this paragraph
apply. The taxpayer’s depletable oil quantity for any taxable
year shall be reduced by the number of barrels with respect to
which an election under this paragraph applies. Such election
shall be made at such time and in such manner as the Secretary
or his delegate shall by regulations prescribe.

“(5) AppLicABLE PERCENTAGE—For purposes of paragraph

(1)—

“In the case of production The applicable
during the calendar year: percentage is:
L {1 R et A e A i et i gt et il 22
1976 22
1977 22
1978 22
1979 22
1980 22
1981 o 20
I o i e e e e e e e e 18
1983 = 16
1984 and thereafter 15

“(6) OIL AND NATURAL GAS RESULTING FROM SECONDARY OR TER-
TIARY PROCESSES.—

“(A) Ix eeneEran—Except as provided in subsection (d),
the allowance for depletion under section 611 shall be com-
puted in accordance with section 613 with respect to—

(i) so much of the taxpayer's average daily secondary
or tertiary production of domestic erude oil as does not
exceed the taxpayer’s depletable oil quantity (deter-
mined with re%la,rd to paragraph (8) (A) (ii)); and

“(ii) so much of the taxpayer’s average daily second-
ary or tertiary production of domestic natural gas as does
not exceed the taxpayer’s depletable natural gas quantity
(determined without regard to paragraph (3) (A) (ii));

and 22 percent shall be deemed to ll))e specified in subsection
(b) of section 613 for purposes of su%;zction (a) of that
sectlon.

“(B) AVERAGE DAILY SECONDARY OR TERTIARY PRODUCTION.—
For purposes of this subsection—

“gi) the taxpayer’s average daily secondary or tertiary
production of domestic crude oil or natural gas for any
taxable year shall be determined by dividing his aggre-
gate production of domestic crude oil or natural gas, as

89 STAT. 49
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the case may be, resu!tin% from secondary or tertiary
rocesses during the taxable year by the number of days
in such taxable year, and ' o
“(ii) in the case of a taxpayer holding a partial inter-
est in the production from an{:lproperty (including any
interest held in any partners E«l such taxpayer’s pro-
duction shall be considered to be that amount of such
production determined by multiplying the total produc-
tion of such property by the taxpayer’s percentage par-
ticipation in the revenues from such {)roperty.
“(C) TerminaTioN.—This paragraph shall not apply after
December 31, 1983.

“(7) SPECIAL RULES.—

“(A) PRODUCTION OF CRUDE OIL IN EXCESS OF DEPLETABLE
orn QuanTiTY.—If the taxpayer’s averaie daily production
of domestic crude oil exceeds his depletable oil quantity, the
allowance under paragraph (1) (A) with respect to oil pro-
duced during the taxable year from each property in the
United States shall be that amount which bears the same ratio
to the amount of depletion which would have been.allowable
under section 613(a) for all of the taxpayer’s oil produced
from such property during the taxable year (computed as if
section 613 applied to all of such production at the rate
specified in paragraph (5) or (6), as the case may be) as his
depletable oil quantity bears to the aggregate number of
barrels representing the average daily production of domestic
crude oil of the taxpayer for such year.

“(B) PropuCTION OF NATURAL GAS IN EXCESS OF DEPLETABLE
NATURAL GAS QUANTITY.—If the taxpayer’s average daily pro-
duction of domestic natural gas exceeds his depletable natural
gas quantity, the allowance under paragraph (1) (B) with
res%ect to natural gas produced during the taxable year from
eac propertg; in the United States shall be that amount
which bears the same ratio to the amount of depletion which
would have been allowable under section 613 (a) for all of the
taxpayers natural gas produced from such property during
the taxable year (computed as if section 613 applied to all of
such production at the rate specified in paragraph (5) or
(6), as the case may be) as the amount of his depletable
natural gas quantity in cubic feet bears to the aggregate
number of cubic feet representing the average daily produc-
tion of domestic natural gas of the taxpayer for such year.

“(C) TAXABLE INCOME FROM THE PROPERTY.—If both oil
and gas are produced from the property during the taxable
year, for purposes of subparagraphs (z{) and (B) the tax-
able income from the property, in applying the 50-percent
limitation in section 613(a), shall be allocated between the
oil production and the gas production in proportion to the
gross income during the taxable year from each.

“(D) Parrnersmirs.—In the case of a partnership, the
depletion allowance in the case of oil and gas wells to which
this subsection applies shall be computed separately by the
partners and not by the partnership.

“(E) SECONDARY OR TERTIARY PRODUCTION.—I the taxpayer
has production from secondary or tertiary recovery processes
during the taxable year, this paragraph (under regulations
prescribed by the Secretary or his delegate) shall be applied
separately with respect to such production.



PUBLIC LAW 94-12—MAR. 29, 1975 89 STAT. 51

(8) BUSINESSES UNDER COMMON CONTROL; MEMBERS OF THE SAME
FAMILY.—

“(A) CoMPONENT MEMBERS OF CONTROLLED GROUP TREATED AS
ONE TAXPAYER—For purposes of this subsection, persons who
are members of the same controlled group of corporations
shall be treated as one taxpayer.

“(B) AGGREGATION OF BURINESS ENTITIES UNDER COMMON
coNTROL—If 50 percent or more of the beneficial interest in
two or more corporations, trusts, or estates is owned by the
same or related persons (taking into account only persons
who own at least 5 percent of such beneficial interest), the
tentative quantity determined under the table in paragraph
(3) (B) shall be allocated among all such entities in propor-
tion to the respective %roduction of domestic crude oil during
the period in question by such entities.

“(C) ALLOCATION AMONG MEMBERS OF THE SAME FAMILY.—
In the case of individuals who are members of the same
family, the tentative quantity determined under the table in
paragraph (3) (B) shall be allocated among such individuals
i proportion to the respective production of domestic crude
oil during the period in question by such individuals.

*(D) DEFINTTION AND SPECIAL RULES.—For purposes of this
paragraph—

“(i) the term ‘controlled group of corporations’ has
the meaning given to such term by section 1563 (a),except 26 USC 1563
that section 1563 (b) (2) shall not apply and except that
‘more than 50 percent’ shall be substituted for ‘at least 80
percent’ each place it appears in section 1563 (a),

“(il) a person is a related person to another person if
such persons are members of the same controlled group
of corporations or if the relationship between such per-
sons would result in a disallowance of losses under section
267 or 707 (b), except that for this purpose the family of 26 USC 267,
?in individual includes only his spouse and minor chil- 707.

rem,

“(iii) the family of an individual includes only his
spouse and minor children, and

“(iv) each 6,000 cubic feet of domestic natural gas shall
be treated as 1 barrel of domestic crude oil,

“(9) TRANSFER OF OIL OR GAS PROPERTY.—

o (Ag In the case of a transfer (including the subleasing of
a lease) after December 31, 1974 of an interest (including an
interest in a partnership or trust) in any proven oil or
proFerty paragraph (1) shall not apply to the transferee (or
sub emee?, with respect to produection of erude oil or natural
gas attributable to such interest, and such production shall
not be taken into account for any computation by the trans-
feree (or sublessee) under this subsection. A property shall
be treated as a proven oil or gas property if at the time of
the transfer the principal value of the property has been
damgnstramd by prospecting or exploration or discovery
work,

“(B) Subparagraph (A) shall not apply in the case of—

“(1) a transfer of property at death, or

“(i1) the transfer in an exchange to which section 351 26 USC 351.
applies if following the exchange the tentative quantity
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determined under the table contained in paragraph (3)
éB) is allocated under paragraph (8) between the trans-
eror and transferee.

“(10) SPECIAL RULE FOR FISCAL YEAR TAXPAYERS.—In applyin
this subsection to a taxable year which is not a calendar year, each
portion of such taxable year which occurs during a single calendar
year shall be treated as if it were a short taxable year.

“51_1) CERTAIN PRODUCTION NOT TAKEN INTO ACCOUNT.—In
aﬁ)p ying this subsection, there shall not be taken into account
the production of natural gas with respect to which subsection

b) applies,

(d) LiMITATIONS ON APPLICATION OF SUBSECTION (¢).—

“(1) LiMITATION BASED ON TAXABLE INcoME—The deduction
for the taxable year attributable to the application of subsection
?:) shall not exceed 65 percent of the taxpayer’s taxable income

or the year computed without regard to—
“(A) depletion with respect to production of oil and gas
subject to the provisions of subsection (¢),
“(B) any net operating loss earryback to the taxable year
under section 172, and
“(C) any capital loss carryback to the taxable year under
section 1212.
If an amount is disallowed as a deduction for the taxable year by
reason of application of the preceding sentence, the disallowed
amount shall be treated as an amount allowable as a deduction
under subsection (c¢) for the following taxable year, subject to the
applieation of the preceding sentence to such taxable year. For
ur{)oses of basis adjustments and determining whether cost
epletion exceeds percentage depletion with respect to the produc-
tion from a property, any amount disallowed as a deduction on
the application of this paragraph shall be allocated to the
respective properties from which the oil or gas was produced in
proportion to the percentage depletion otherwise allowable to such
properties under subsection (c). .

“(2) Reramers ExcrupeEp.—Subsection (c¢) shall not apply in
the case of any taxpayer who directly, or through a related person,
sells oil or natural gas, or any product derived from oil or natural

“(A) through any retail outlet operated by the taxpayer
or a related person, or
“(B) to any person—

“(i) obligated under an agreement or contract with
the taxpayer or a related person to use a trademark, trade
name, or service mark or name owned by such taxpayer or
a related person, in marketing or distributing oil or natu-
ral gas or any product derived from oil or natural gas, or

“(ii) given authority, pursnant to an agreement or con-
tract with the taxpayer or a related person, to occupy any
retail outlet owned, leased, or in any way controlled by
the taxpayer or a related person. :

“(8) RevaTep PERSON.—For purposes of this subsection, a per-
son is a related person with respect to the taxpayer if a significant
ownership interest in either the tax%ayer or such person is held
by the other, or if a third person has a significant ownership
interest in both the taxpayer and such person. For purposes of the
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preceding sentence, the term °‘significant ownership interest’
means—
“(A) with respect to any corporation, 5 percent or more in
value of the outstanding stock of such corporation,
“(B) with respect to a partnership, 5 percent or more
interest in the profits or capital of such partnership, and
“(C) with respect to an estate or trust, 5 percent or more of
the beneficial interests in such estate or trust.
“(4) CerrAIN REFINERS EXCLUDED.—If the taxpayer or a related
person engages in the refining of crude oil, subsection (c} shall
not ap;]y to such tax&a.yer if on any day during the taxable year

the ery runs of the taxpayer and such person exceed 50,000
barrels.
“(e) DerintrioNs.—For purposes of this section—
“(1) Crupe orm.—The term ‘crude oil’ includes a natural gas
lfiqmd recovered from a gas well in lease separators or field
acilities.

“(2) NaturaL gas—The term ‘natural gas’ means any product
(other than crude oil) of an oil or gas well if a deduction for
depfietion is allowable under section 611 with respect to such

roduct.

P (3) Domzestic.—The term ‘domestic’ refers to production from
an oil or gas well located in the United States or in a possession
of the United States.

“(4) Barrer.—The term ‘barrel’ means 42 United States

allons.”

(b) TrecHNICAL AMENDMENTS.—

(1) Section 613£d) (relating to percentage depletion) is
amended to read as follows:

“(d) DextaL or PeroeNTaAceE Derrerion 1nv Case or Om Axp Gas
Werrs.—Except as provided in section 613A, in the case of any oil or
gas well, the allowance for depletion shall be computed without refer-
ence to this section.”

(2) Section 613(b) is amended—

(A) by striking out subparagraph (A) of paragraph (1)
and redesignating subparagraphs (B) and (8) as subpara-
graphs (A) and (B), respectively,

(B) by striking out “(1) (C)” each place it appears in
paragraphs (3), (4), and (7) and inserting in lieu thereof
“(1)%]3)”, and

(C) by amending the last sentence of paragraph 57)-——

(1) by striking out “or” at the end of clause (A),

(i1) by striking out the period at the end of clause
(B) and inserting in lieu thereof *; or”, and

(iii) by adding at the end thereof the following new
clause:

“(C) oil and gas wells.”

(3) Section 703(a)(2) (relating to deductions not allowable
to a Eartners}up) is amended by striking out “and” at the end
of subparagraph (E), by striking out the period at the end of
subparagraph (F) and inserting in lien ¥, and”, and by adding
at the end thereof the following new subparagraph :

“(G) the deduction for depletion under section 611 with
respect to oil and gas production subject to the provisions of
section 613A (e).”

(¢) Errective Dares.—The amendments made by this section shall
take effect on January 1, 1975, and shall apply to taxable years ending
after December 31, 1974.
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TITLE VI—-TAXATION OF FOREIGN OIL
AND GAS AND OTHER FOREIGN
INCOME

SEC. 691. LIMITATIONS ON FOREIGN TAX CREDIT FOR TAXES PAID IN
CONNECTION WITH FOREIGN OIL AND GAS INCOME.
(a) In GeneraL—Subpart A of part IIT of subchapter N of chap-
ter 1 (relating to foreign tax credit) is amended by adding at the end
thereof the following new section :

26 USC 907. “SEC. 907. SPECIAL RULES IN CASE OF FOREIGN OIL AND GAS INCOME.
“(a) Reovcrion 1v AMouNT Arrowep as Foreten Tax Unper Skc-
26 USC 901. 110N 901.—In applying section 901, the amount of any income, war

profits, and excess profits taxes paid or accrued (or deemed to have
been paid) during the taxable year with respect to foreign oil and gas
extraction income which would (but for this subsection) be taken into
account for purposes of section 901 shall be reduced by the amount
(if any) by which the amount of such taxes exceeds the product of—

“(1) the amount of the foreign oil and gas extraction income
for the taxable year, multiplied by

“(2) the percentage which is—

“(A) in taxable years ending in 1975, 110 percent of,
“(B) in taxable years ending in 1976, 105 percent of, and
“(C) in taxable years ending after 1976, 2 percentage
points above,
the sum of the normal tax rate and the surtax rate for the taxable year
26 USC 11. specified in section 11.
26 USC 904. “(b) Apprication or Skcrion 904 Limrrarion.—The provisions
of section 904 shall be applied separately with respect to—

“(1) foreign oil related income, and

“(2) other taxable income.

With respect to foreign oil related income, the overall limitation pro-
vided by section 904(a)(2) shall apply and the per-country limita-
tion provided by section 904 (a) (1) shall not apply.

“(c) Foreexy INncome DeFiNtTIONS AND SPECIAL RUnes.—For pur-
poses of this section—

“(1) FOREIGN OIL AND GAS EXTRACTION INCOME.— The term ‘for-
eign oil and gas extraction income’ means the taxable income
gerived from sources without the United States and its possessions

rom—
“(A) the extraction (by the taxpayer or any other person)
of minerals from oil or gas wells, or
“(B) the sale or exchange of assets used by the taxpayer
in the trade or business deseribed in subparagraph (A).

“(2) FomreieN orL RELATED INcoME—The term ‘foreign oil
related income’ means the taxable income derived from sources
outside the United States and its possessions from—

“(A) the extraction (by the taxpayer or any other person)
of minerals from oil or gas wells,

“(B) the processing of such minerals into their primary
products,

“(C) the transportation of such minerals or primary
products,

“(D) the distribution or sale of such minerals or primary
products, or

“(E) the sale or exchange of assets used by the taxpayer
in the trade or business described in subparagraph (X) A
(B), (C),or (D).
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“(3) DivipENDS, INTEREST, PARTNERSHIP DISTRIBUTION, ETC.—
The term ‘foreign oil and gas extraction income’ and the term
‘foreign oil related income’ include— . :

“(A) dividends and interest from a foreign corporation
in respect of which taxes are deemed paid by the taxpayer
under section 902, b !

“(B) dividends from a domestic corporation which are
treated under section 861 (a) (2) (A) as income from sources
without the United States,

“(C) amounts with respect to which taxes are deemed paid
under section 960(a), and :

“(D) the taxpayer’s distributive share of the income of
partnerships. : y

to the extent such dividends, interest, amounts, or distributive
share is attributable to foreign oil and gas extraction income, or
to foreign oil related income, as the case may be: except that
interest described in subparagraph (A) and dividends described
in subparagraph (B) shall not be taken into account in computing
foreign oil and gas extraction income but shall be taken into
account in computing forei%n oil-related income.

“(4) Cerraiy vosses—If for any foreign country for any tax-
able year the taxpayer would have a net operating loss if only
items from sources within such country (including deductions
properly apportioned or allocated thereto) which relate to the
extraction of minerals from oil or gas wells were taken into
account, such items—

“(A) shall not be taken into account in computing foreign
oil and gas extraction income for such year, but

“(B) shall be taken into account in computing foreign oil
related income for such year.

“(d) Disrecarp or Cerrary Posten Prices, Erc—For purposes
of this chapter, in determining the amount of taxable income in the
case of foreign oil and gas extraction income, if the oil or gas is dis-
posed of, or is acquired other than from the government of a foreign
country, at a posted price (or other pricing arrangement) which
differs from the fair market value for such oil or gas, such fair mar-
ket value shall be used in lieu of such posted price (or other pricing
arrangement).

“(e) TransiTIONAL RULES.—

(1) TAXABLE YFARS ENDING AFTER DECEMBER 31, 1074.—In
applying subsections (d) and (e) of section 904 for purposes of
determining the amount which may be carried over from a tax-
able year ending before January 1, 1975, to any taxable year
ending after December 31, 1974—

“(A) subsection (a) of this section shall be deemed to have
been in effect for such prior taxable year and for all taxable
years thereafter, and

“(B) the carryover from such prior year shall be divided
(effective as of the first day of the first taxable year ending
after December 31, 1974) into—

o ?) a foreign oil related carryover, and

“(i1) another carryover,
on the basis of the proportionate share of the foreign oil
related income, or the other taxable income, as the case may
be, of the total taxable income taken into account in comput-
ing the amount of such carryover.

“(2) TAXABLE YEARS ENDING AFTER DECEMBER 31, 1975.—In
applying subsections (d) and (e) of section 904 for purposes of
determining the amount which may be carried over ?rom a tax-
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able year ending before January 1, 1976, to any taxable year end-
ing after December 31, 1975, if the per-country limitation provided
by section 904(a) (1) applied to such prior taxable year and to
the taxpayer's last taxable year ending before January 1, 1976,
then in the case of any foreign oil related carryover—
“(A) the first sentence of section 904(e)(2) shall not
ap‘ply. but )
“(B) such amount may not exceed the amount which could
have been nsed in such succeeding taxable year if the per-
country limitation continued to apply.

“(f) Recarrure or Foreron O1n RevaTep Loss.—

%(1) GeneraL rRuLE.—For purposes of this subpart, in the case
of any taxpayer who sustains a foreign oil related loss for any
taxable year—

“(A) that portion of the foreign oil related income for each
succeeding taxable year which 1s equal to the lesser of—

“(1) the amount of such loss (to the extent not used
under this paragraph in prior years), or
“(ii) 50 percent of the foreign oil related income for
such succeeding taxable year,
shall be treated as income from sources within the United
States (and not as income from sources without the United
States), and

“(B) the amount of the income, war profits, and exrcess
profits taxes paid or accrued (or deemed to have been paid)
to a foreign country for such succeed.inﬁ{ taxable year with
respect to foreign oil related income shall be reduced by an
amount which bears the same proportion to the total amount
of such foreign taxes as the amount treated as income from
sources within the United States under subparagraph (A)
bears to the total foreign oil related income for such succeed-
ing taxable year.

For purposes of this chapter, the amount of any foreign taxes for
which eredit is denied under subparagraph (B) of the preceding
sentence shall not be allowed as a deduction for any taxable year.
For purposes of this subsection, foreign oil related income shall
be determined without regard to this subsection.

“(2) FoRrEIeN OIL RELATED L0S8 DEFINED,—For purposes of this
subsection, the term ‘foreign oil related loss’ means the amonnt
by which the gross income for the taxable year from sources
without the TUlnited States and its possessions (whether or not
the taxpayer chooses the benefits of this subpart for such taxable
year) taken into account in determining the foreiem oil related
income for such year is exceeded by the sum of the deductions
properly apportioned or allocated thereto. except that there shall
not be taken into account—

“(A) any net operating loss deduction allowable for such
year under section 172(a) or any capital loss carrybacks and
carryovers to such year under section 1212, and

“(B) any—

“(i) foreign expropriation loss for such year, as
defined in section 172(k) (1), or
“(ii) loss for such year which arises from fire, storm,
shipwreck, or other casnalty, or from theft,
to the extent such loss is not compensated for by insurance
or otherwise.

“(3) DisposITioNs.—

“(A) In ceneraL—For purposes of this chapter, if prop-
erty used in a trade or business described in subparagraph
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(A), (B), (C), or (D) of subsection (¢) (2) is disposed of
during any taxable year— Al

“(i) the taxpayer notwithstanding any other provision

of this chapter (other than paragraph (1)) shall be

deemed to have received and recognized foreign oil

related income in the taxable year of the dispesition,

by reason of such disposition, in an amount equal to the

lesser of the excess of the fair market value of such

property over the taxpayer’s adjusted basis in such

property or the remaining amount of the foreign oil

related losses which were not used under paragraph

(1) for such taxable year or any prior taxable year, and

“(i1) paragraph (1) shall be applied with respect to

. such income by substituting ‘100 percent’ for ‘30 percent’.

“(B) Disposrrion periNEp.—For purposes of this subsec-
tion, the term ‘disposition’ includes a sale, exchange, distri-
bution, or gift of property, whether or not gain or loss is
recafnized on the transfer.

“(C) Excreprions.—Notwithstanding subparagraph (B),

the term ‘disposition’ does not include—
“(i) a disposition of property which is not a material
factor in the realization o? income by the taxpayer, or
“(ii) a disposition of property to a domestic corpora-
gig_-ln( in a distribution or transfer described in section
a).

“(g) Wesrerny Hemispaere Trave CorroraTions Waicn Are MEM-
BERS OF AN AFFILIATED Grovr.—If a Western Hemisphere trade cor-
poration is a member of an affiliated group for the taxable year, then
n a.pplyinE section 901, the amount of any income, war profits, and
excess profits taxes paid or accrued (or deemed to have been paid)
during the taxable ?rear with respect to foreign oil and gas extraction
income which would (but for this section and section 1503(b)) be
taken into account for purposes of section 901 shall be reduced by the
greater of—

(1) the reduction with respect to such taxes provided by sub-
section (a) of this section, or

“(2) the reduction determined under section 1503(b) by

ap;i)lymg section 1503(b) separately with respect to such taxes,
but not by both such reductions.”

(b) Cerraixy Payments Nor To Be Consmerep as Taxes.—Section
901 is amended by redesignating subsection (f) as subsection (g), and
by adding after subsection (e) the following new subsection :

“(f) Cerrain Payments ror Om or Gas Nor Consmerep as
Taxes.—Notwithstanding subsection (b) and sections 902 and 960, the
amount of any income, or profits, and excess profits taxes paid or
accrued during the taxable year to any foreign country in connection
with the purchase and sale of oil or gas extracted in sucg country is not
F(f) be considered as tax for purposes of section 275 (a) and this section
1 —_—

“(1) the taxpayer has no economic interest in the oil or gas to
which section 611 (a) np}[:lies, and

“(2) either such purchase or sale is at a price which differs from
the fair market value for such oil or gas at the time of such pur-
chase or sale.”

(e) Crericar AmenpMeNT.—The table of sections for subpart A of
part ITT of subchapter N of chapter 1 is amended by adding at the end
thereof the following new item:

“See. 907. Special rules in case of foreign oil and gas income.”
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(d) Errecrive Dares.—The amendments made by this section shall
apply to taxable years ending after December 81, 1974; except that—
(1) the second sentence of section 907 (b) shall apply to taxable
years ending after December 31, 1975, an
(2) the provisions of section 907(f) shall apply to losses
sustained in taxable years ending after mber 31, 1975.

SEC. 602. TAXATION OF EARNINGS AND PROFITS OF CONTROLLED
FOREIGN CORPORATIONS AND THEIR SHAREHOLDERS.

(a) Repear or Minimum Distrigurion ExceprioNn To REQUIRE-
MENT OF CugreNT TaxaTION OF SUBPART F INCOME.—

1) REPEAL OF MINIMUM DISTRIBUTION PROVISIONS.—Section 963
(relating to receipt of minimum distributions by domestic corpo-
rations) is hereby repealed.

(2) CERTAIN DISTRIBUTIONS BY CONTROLLED FOREIGN CORPORA-
TIONS TO REGULATED INVESTMENT COMPANIES TREATED AS DIVIDENDS,—
Subsection (b) of section 851 (relating to limitations on definition
of regulated investment company) is amended by adding at the
end thereof the following new sentence:

“For purposes of paragraph (2), there shall be treated as dividends
amounts included in gross income under section 951 (a) (1) (Al) (1) for
the taxable year to the extent that, under section 959 (a) (1), there is a
distribution out of the earnings and profits of the taxable year which
are attributable to the amounts so i_l‘l(‘.f:]ded.”

(3) CONFORMING AMENDMENTS.—

(A) The table of sections for subpart F of part I1I of sub-
chapter N of chapter 1 is amended by striking out the item
relating to section 963,

(B) Subparagraph (A) (i) of section 951(a) (1) (relating
to general rule for amounts included in gross income of
United States shareholders) is amended by striking out
“except as provided in section 963.”.

(b) LoyraTtion ox DerinrrioN or ForeeN Base CompaNy Sares
Income—Paragraph (1) of section 954 (d) érelating to definition of
foreign base company sales income) is amended by adding at the end
thereof the following new sentence: “For purposes of this subsection,
personal property does not include agricultu ra?commodit.ies which are
not grown in the United States in commercially marketable
quantities.”

(¢) Rerear or Exception 10 REQUImmEMENT 0F CurrENT TaxATION
or Suerarr F INcomE ror REINvEsSTMENT 1IN Liss Deverorep Coun-
TRIES.—

(1) RepreaL or sEcTION 954 (b) (1).—Paragraph (1) of subsec-
tion (b) of section 954 (relating to exclusions and special rules
regarding foreign base company income) is hereby repealed.

2) RePeAL OF sECTION 954 (f).—Subsection (f) of section 954
(relating to increase in qualified investments in less developed
countries) is hereby repealed.

(3) AMENDMENT OF sEcTION 951(a) (1) (A) (ii).—Clause (ii)
of section 951(a)(1)(A) is amended by striking out “(deter-
mined under section 955(a)(3))” and inserting in lien thereof
“(determined under section 955 (a) (3) as in effect before the enact-
ment of the Tax Reduction Act of 1975)".

(4) RepeAL or sEcTION 951(a) (8).—Paragraph (3) of section
951(a) (relating to limitation on pro rata share of previousl
excluded subpart F income withdrawn from investment) is
hereby repealed.
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(5) REPEAL OF SECTION 955.—Section 955 (relating to with-
drawal of previously excluded subpart F income from qualified
inmtment}:is hereby repealed.

(6) Lrkss DEVELOPED COUNTRY CORPORATION DEFINED.—Subsec-
tion (d) of section 902 is amended to read as follows:

“(d) Lress Deveroren Country Corroration DEerinep.—For pur-
poses of this section, the term ‘less developed country corporation’
means—

“(1) a foreign corporation which, for its taxable year, is a less
developed country corporation within the meaning of paragraph
(3) or (4), and

“(2) a %oreign corporation which owns 10 percent or more of
the total combined voting power of all classes of stock entitled to
vote of a foreign corporation which is a less developed country
corporation within the meaning of paragraph (3), and—

“(A) BO percent or more of the gross income of which for
itsdtaxable year meets the requirement of paragraph (3) (A),
an

“(B) 80 fpercent or more in value of the assets of which on
each day of such year consists of property described in para-

_graph (3)(B).

A foreign corporation which is a less developed country corporation
for its fgrst taxable year beginning after December 31, 1962, shall. for
purposes of this section, be treated as having been a less developed
country corporation for each of its taxable years beginning before
January 1, 1963,

“(3) The term ‘less developed country corporation’ means a
foreign corporation which during the taxable year is engaged in
the active conduct of one or more trades or businesses and—

“{A) BO percent or more of the gross income of which for
the taxable year is derived frum sources within less developed
countries; and

“(B) 80 percent or more in value of the assets of which on
each day of the taxable year consists of—

“(i) property used in such trades or businesses and
located in less developed countries,

“(i1) money, and deposits with persons carrying on
the banking business,

“(iii) stock, and obligations which, at the time of their
acquisition, have a maturity of one year or more, of any
other less developed country corporation,

“(iv) an obligation of a less developed country,

“(y) an investment which is required because of
restrictions imposed by a less developed country, and

“(vi) progerty describad in section 956 (b) (2).

For purposes of subparagraph (A). the determination as to
whether income is derived from sources within less developed
countries shall be made under regulations prescribed by the Secre-
tary or his delegate. )

“(4) The term ‘less developed country corporation’ also means
a f'ore.ilqn corporation— ; ,

¢(A) 80 percent or more of the gross income of which for
the taxable year consists of—

“(i) gross income derived from, or in connection with,
the using (or hiring or leasing for use) in foreign com-
merce of aircraft or vessels registered under the laws of
a less developed country, or from, or in connection with,
the performance of services directly related to use of
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such aircraft or vessels, or from the sale or exchange of
such aireraft or vessels, and
“(ii) dividends and interest received from foreign cor-
porations which are less developed country corporations
within the meaning of this paragraph and 10 percent or
more of the total combined voting power of all classes of
stock of which are owned by the foreign corporation, and
gain from the sale or exchange of stock or obligations of
foreign corporations which are such less developed coun-
try corporations, and
“(B) 80 percent or more of the assets of which on each day
of the taxable year consists of (i) assets used, or held for
use, for or in connection with the production of income
described in subparagraph (A), and (ii) property described
in section 956(b})( 2,

“(5) The term ‘less developed country’ means (in respect to any
foreign corporation) any foreign country (other than an area
within the Sino-Soviet bloc) or any possession of the United
States with respect to which, on the first day of the taxable year,
there is in effect an Executive order by the President of the United
States designating such eountry or possession as an economically
less developed country for purposes of this section. For purposes
of the preceding sentence, an overseas territory, department, proy-
ince, or possession may be treated as a separate country. No
designation shall be made under this paragraph with respect to—

Australia Luxembourg

Austria Monaco

Belgium Netherlands

Canada New Zealand

Denmark Norway

France Union of South Africa

Germany (Federal Re- San Marino
public) Sweden

Hong Kong Switzerland

Ttaly United Kingdom

Japan

Liechtenstein

After the President has designated any foreign wuntr{ or any pos-
sesgion of the United States as an economically less developed country
for purposes of this section, he shall not terminate such designation
(either by issuing an Executive order for that purpose or by issuing an
Exeeutive order under the first sentence of this paragraph which has
the effect of terminating such designation) unless, at least 30 days
prior to such termination, he has notified the Senate and the House of
Representatives of his intention to terminate such designation. Any
designation in effect on March 26, 1975, under section 955(c) (3) (as
in effect before the enactment of the Tax Reduction Act of 1975) shall
be treated as made under this paragraph.”
(7) Crericar ameNpMENT—The table of sections for subpart
T of part ITT of subchapter N of chapter 1 is amended by striking
out the item relating to section 955,

(d) Surerine Prorrrs or ControLLED Forereny Corroratron To Be
Taxep CurrenTLY Excepr To ExTENT REINVESTED IN SHIPPING
OPERATIONS—

(1) SHIPPING PROFITS INCLUDED IN GROSS INCOME OF UNITED
STATES SHAREHOLDERS.,—

(A) Section 954(a) (relating to foreign base company

income) is amended by striking out “and” at the end of para-
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graph (2), by striking out the period at the end of paragraph
(3) nmg inserting in l?au thereof “, and”, and by adding at the
end thereof the following new paragraph:
o (43 the foreign base company shipping income for the taxable
ear (determined under subsection Ft% and reduced as provided
1n subsection (b) (5)).”

(B) Paragraph (2) of section 954(b) is amended to read
as follows:

“(2) EXCLUBION FOR REINVESTED SHIPPING INCOME—For pur-

oses of subsection (a), foreign base company income does not
include foreign base company shipping income to the extent that
the amount of such income does not exceed the increase for the
taxable year in qualified investments in foreign base company
shipping operations of the controlled foreign corporation (as
determined under subsection (g)).”

(C) Subparagraphs (A) and (B) of section 954(b) (3)
are each amended by strlking out “paragraphs (1) and (5)”
and inserting in lien thereof “paragraphs (2) and (5)”.

(D) Subpamgraph (B) of section 954(b) (3) is amended
bﬁ: striking out ‘paragraPhs (1), (2),” and inserting in lieu
thereof “paragraph (2),”.

(E) Paragraph (5) of section 954 (b) is amended by strik-
ing out “and the foreign base company services income™ and
inserting in lieu thereof “the foreign base company services
income, and the foreign base company shipping income”,

(F) Section 954 (b) is amended by adding at the end thereof
the following new paragraph :

“(6) SPECIAL RULES FOR FOREIGN BASE COMPANY SHIPPING IN-
come—Income of a corporation which is foreign base company
shipping income under paragraph (4) of subsection (a) (deter-
mined without regard to the exelusion under paragraph (2) of
this subsection)—

“(A) shall not be considered foreign base company income
(Zf suchdcorpomtion under any other paragraph of subsection

a) an

‘(B) if distributed through a chain of ownership deseribed
under section 958(a), shall not be included in foreign base
company income of another controlled foreign corporation in
such chain.”

(G) Section 954 is amended by adding at the end thereof
the following new subsections:

“(f) Foreicy Base Company Surerine IncomE—For purposes of
subsection (a) (4), the term “foreign base company shipping income’
means income derived from, or in connection with, the use (or hiring
or leasing for use) of any aireraft or vessel in foreign commerce, or
from, or in connection with, the performance of services directly
related to the use of any such aircraft, or vessel, or from the sale,
exchange, or other disposition of any such aircraft or vessel. Such term
includes, but is not limited to—

“(1) dividends and interest received from a foreign corporation
in respect of which taxes are deemed paid under section 902, and
gain from the sale, exchange, or other disposition of stock or obli-
gations of such a foreign corporation to the extent that such divi-
dends, interest, and gains are attributable to foreign base
company shipping income, and

“(2) that portion of the distributive share of the income of a
partnership attributable to foreign base company shipping
income.
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“(g) Increase 1IN Quaririep INvEsSTMENTS IN ForeieN Base Com-
PANY SHIPPING OreraTIONS.—For purposes of subsection (b) (2), the
increase for any taxable year in qualified investments in foreign'?bas’e
company shipping operations of any controlled foreign corporation is
the amount by which— -

“(1) the qualified investments in foreign base company ship-
ping operations (as defined in section 955{!3&; of the controlled
foreign corporation at the close of the taxable year, exceed

“(2) the qualified investments in foreign base company ship-
ping operations (as so defined) of the controlled foreign corpora-
tion at the close of the preceding taxable year."”

(2) AMOUNTS INCLUDED IN GROSS INCOME OF UNITED STATES
SHAREHOLDERS,—

(A) Subparagmph (A) of section 951(a) (1) is amended
by striking out “and” at the end of clause (i), by striking out
the semicolon at the end of clause (ii) and inserting in lieu
thereof a comma, and by adding at the end thereof the follow-
ing new clause:

“(iii) his pro rata share gdetermined under section
955(a) (3)) of the corporation’s previously excluded sub-
part ¥ income withdrawn from foreigu base company
shipping operations for such year; and”.
(B) gection 951(a) is amended by inserting after para-
graph (2) the following new paragraph:

“(3) LIMITATION ON PRO RATA SHARE OF PREVIOUSLY EXCLUDED
SUBPART F INCOME WITHDRAWN FROM INVESTMENT.—For purposes
of paragraph (1)(A)(iii), the pro rata share of any United
States shareholder of the previously excluded subpart F income
of a controlled foreign corporation withdrawn from investment
in foreign base company shipping operations shall not exceed an
amount—

“(A) which bears the same ratio to his pro rata share of
such income withdrawn (as determined untﬁar section 955 (a)
(3)) for the taxable year, as

“(B) the part of such year during which the corporation is
a controlled foreign corporation bears to the entire year.”

(3) WITHDRAWAL OF PREVIOUSLY EXCLUDED SUBPART F INCOME
FROM QUALIFIED INVESTMENT.—

(A) Subpart F of part IIT of subchapter N of chapter 1
is amended by inserting after section 954 the following new
section :

“SEC. 955. WITHDRAWAL OF PREVIOUSLY EXCLUDED SUBPART F
INCOME FROM QUALIFIED INVESTMENT.
“(a) Gexerar, RULES.—

“(1) Amount wiTHDRAWN.—For purposes of this subpart, the
amount of previously excluded subpart F income of any controlled
foreign corporation withdrawn from investment in foreign base
company shipping operations for any taxable year is an amount
equal to the decrease in the amount of qualified investments in
foreign base company shipping operations of the controlled for-
eign corporation for such year, but only to the extent that the
amount of such decrease does not exceed an amount equal to—

“(A) the sum of the amounts excluded under section 954
(b) (2) from the foreign base company income of such cor-
poration for all prior taxable years, reduced b

“(B) the sum of the amounts of previousf;r excluded sub-
part F income withdrawn from investment in foreign base
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company shipping operations of such corporation determined
under this subsection for all prior taxable years.

“(2) DECREASE IN QUALIFIED INVESTMENTS.—For purposes of
paragraph (1), the amount of the decrease in qualified investments
in foreign base company shipping operations of any controlled
foreign corporation for any taxable year is the amount by which—

“(Af the amount of qns.]iﬁeg investments in foreign base
company shipping oi)erations of the controlled foreign corpo-
ration at the close of the preceding taxable year, exceeds

“(B) the amount of qualified investments in foreign base
company shipping operations of the controlled foreign corpo-
ration at the cll:}se of the taxable year,

to the extent that the amount of such decrease does not exceed
the sum of the earnings and profits for the taxable year and the
earnings and profits accumulated for prior taxable years begin-
ning after December 31, 1975, and tilz;e amount of previously
excluded subpart F income invested in less developed country
corporations described in section 955 (c) (g; as in effect before the
enactment of the Tax Reduction Act of 1975) to the extent attrib- 4nte, p. 59.
utable to earnings and profits accumulated for taxable years
beginning after December 31, 1962. For purposes of this para-
graph, if qualified investments in foreign base company shipping
operations are disposed of by the controlled foreign corporation
during the taxable year, the amoiunt of the decrease in qualified
investments in foreign base company shipping operations of such
controlled foreign corporation gr such year shall be reduced by
an amount equal to the amount (if -any{ by which the losses on
such dispositions during such year exceed t{:e gains on such dis-
positions during such year.

“(3) PrRO RATA SHARE OF AMOUNT WITHDRAWN.—In the case of
any United States shareholder, the pro rata share of the amount
of previously excluded subpart F income of any controlled for-
eign corporation withdrawn from investment in foreizn base
company shipping operations for any taxable year is his pro rata
share of the amount determined under paragraph (1).

“(b) Quartriep InvesrMENTS IN Forera® Base Company Surerine
OPERATIONS.—

“(1% IN GENErRAL.—For purposes of this subpart, the term
qualified investments in foreign base company shipping opera-
tions’ means investments in—

“(A) any aireraft or vessel used in foreign commerce, and

“(B) other assets which are used in connection with the
performance of services directly related to the use of any
such aireraft or vessel.

Such term includes, but is not limited to, investments by a con-

trolled foreign corporation in stock or obligations of another

controlled foreign corporation which is a related person (within

the meaning of section 954(d)(3)) and which holds assets 26 USC 954.
described in the preceding sentence, but only to the extent that

such assets are so used.

“(2) QUALIFIED TNVESTMENTS BY RELATED PERsoNs—For pur-
poses of determining the amount of qualified investments in
foreign base company shipping operations, an investment (or
a decrease in investment) in such operations by one or more con-
trolled foreign corporations may, under regulations prescribed
by the Secretary or his delegate, be treated as an investment (or
a decrease in investment) by another corporation which is a con-
trolled foreign corporation and is a related person (as defined



89 STAT. 64 PUBLIC LAW 94-12—MAR. 29, 1975

26 USC 954. in section 954(d)(3)) with respect to the corporation actually
making or withdrawing the investment. L1

“(3) Seecian ruLe—For ]iu ses of this subpart, a United
States shareholder of a controlled foreign corporation may, under
regulations prescribed by the Secretary or his delegate, elect to
make the determinations under subsection (a)(2) of this section

Ante, p. 61. and under subsection (g) of section 954 as of the close of the years
following the years re%erred to in such subsections, or as of the
close of such longer period of time as such regulations may permit,
in lieu of on the last day of such years. Any election under this
paragraph made with respect to any taxable year shall apply to
such year and to all succeeding taxable years unless the Secretary
or his delegate consents to the revocation of such election.

“(4) AMOUNT ATTRIBUTABLE TO PROPERTY.—The amount taken
into account under this subpart with respect to any property
described in pam%ura h (1) sﬁ)all be its adjusted basis, reduced by
any liability to which such property is subject.

‘(5) INCOME EXCLUDED UNDER PRIOR LAW.—Amounts invested
in less developed country corporations described in section 955

26 USC 955. (¢) (2) (as in effect before the enactment of the Tax Reduction
Act of 1975) shall be treated as qualified investments in foreign
base company Shll:fm% operations and shall not be treated as
investments in less developed countries for purposes of section 951

Ante, p. 58. (a) (1) (A) (i1).”

(B) The table of sections of subgart F of part 11T of sub-
chapter N of chapter 1 is amended by inserting after the item
relating to section 954 the following new item :

“Hee. 956, Withdrawal of previously excluded subpart F income from
qualified investment.”

(e) Excrusion Froym Foreien Base Comprany INncome WHERE For-
ereN Base Compaxy Ixcomr Is Less Twax 10 PerceEnt oF Gross
Income—Paragraph (3) of section 954 (b) is amended by striking out
“30 per;:’-ent” each place it appears and inserting in lieu thereof “10
percent”.

26 USC 955 note. (f) Errecrive Date.—The amendments made by this section shall
apply to taxable years of foreign corporations beginning after Decem-
ber 31, 1975, and to taxable years of United States shareholders
(within the meaning of 951(b) of the Internal Revenue Code of 1954)
within whflch or with which such taxable years of such foreign corpo-
rations end.

SEC. 603. DENIAL OF DISC BENEFITS WITH RESPECT TO ENERGY
RESOURCES AND OTHER PRODUCTS.

26 USC 993. (a) AMENDMENT OF SEcTION 993(c) (2).—Section 993 (¢) (2) (relat-
ing to property excluded from export property) is amended by strik-
ing out “or” at the end of subparagraph (A), by striking out the
period at the end of subparagraph (B) and inserting in lieu thereof
“, or”, and by adding at the end thereof the following:

#(C) products of a character with respect to which a deduc-
tion for depletion is allowable (including oil, gas, coal, or

26 USC 611. uranium products) under section 611, or

“(D) products the export of which is prohibited or cur-
tailed under section 4(b) of the Export Administration Act
of 1969 (50 U.S.C. App. 2403(b)) to effectuate the policy set

50 USC app. forth in paragraph (2) (A) of section 3 of such Act (relating
2402. to the protection of the domestic economy).
Subparagraph ?

Cg shall not apply to any commodity or product at
least 50 percent of the fair market value of which is attributable to
manufacturing or processing, except that subparagraph (C) shall
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apply to any primary product from oil, gas, coal, or uranium. For
purposes of the preceding sentence, the term ‘processing’ does not
imelude extmcting or handling, packing, packaging, grading, storing,
or transporting.’ ¥
(b) Errecrive Darte—The amendments made by subsection (a) 26USC993 note.
shall apply to sales, exchanges, and other dispositions made after
March 18, 1975, in taxable years ending after such date.

SEC. 604. TREATMENT FOR PURPOSES OF THE INVESTMENT CREDIT
OF CERTAIN PROPERTY USED IN INTERNATIONAL OR
TERRITORIAL WATERS.

(a) AmexpMENT To 1954 CopE,— 26 USC 1 et seq.

(1) Ix aezeran.—Clause (x) of section 48(a) (2) (B) (relating 26 USC 48.
to property used outside the United States) is amended by strik-
ing out “territorial waters” and inserting in lieu thereof “terri-
torial waters within the northern portion of the Western
Hemisphere”.

(2) Derintrion—Subparagraph (B) of section 48(a)(2) is
amended by adding at the end thereof the following new sentence:
“For purposes of clause (x), the term ‘northern portion of the
Western Hemisphere’ means the area lying west of the 30th merid-
ian west of Greenwich, east of the international dateline, and
north of the Equator, but not including any foreign conntry which
is a country of South America.”.

(b) Errecrive Date.— 26 USC 48 nate.

(1) In ceneraL.—The amendments made by subsection (a)
shall apply to property, the construction, reconstruction, or erec-
tion of which was completed after March 18, 1975, or the aequisi-
tion of which by the taxpayer occurred after such date,

(2) Bixpive contrACT.—The amendments made by subsection
(a) shall not apply to property constructed, reconstructed,
erected, or acquired pursuant to a contract which was on April 1,
1974, and at all times thereafter, binding on the taxpayer.

(3) CERTAIN LEASE-BACK TRANSACTIONS, ETC.—WWhere a person
who is a party to a binding contract described in paragraph (2)
transfers rights in such contract (or in the property to which
such contract relates) to another person but a party to such con-
tract retains a right to use the property under a lease with such
other person. then to the extent of the transferred rights such
other person shall, for purposes of paragraph (2), succeed to the
position of the transferor with respect to such binding contract
and such property. The preceding sentence shall apply, in any
case in which the lessor does not make an election nunder section
48(d) of the Internal Revenue Code of 1954, only if a party to

such contract retains a right to use the property under a long-
term lease.

TITLE VII-MISCELLANEOUS
PROVISIONS

SEC. 701. CERTAIN UNEMPLOYMENT COMPENSATION,

(a) AmexpmeExT OF EMERGENCY UNeMPLOYMENT COMPENSATION
Acr or 1974.—Section 102(e) of the Emergency Unemployment Com- 26 USC 3304
pensation Act of 1974 is amended— now:
Ei 1) in Earagm h (Eah) thefre‘?Ff, by striking out “The amount”
and Inserting in lieu thereof “Except as provided in para, h
(3), the amount”; and . g s
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(‘2) by adding at the end thereof the following new paragraph:
“(3) Effective only with respect to benefits for weeks of unem-
ployment ending before July 1, 1975, the amount established in
suci account for any individual shall be equal to the lesser of—
“(A) 100 per centum of the total amount of regular com-
pensation (including dependents’ allowances) payable to him
with respect to the benefit year (as determined under the
State law) on the basis of which he most recently received
regular compensation; or

“(B) twenty-six times his average weckly benefit amount
(as determined for purposes of section 202(b) (1) (C) of the
Federal-State Extendeg Unemployment Compensation Act

of 1970) for his benefit year.”

(b) MoprrricaTioN oF AGrREEMENTS.—The Secretary of Labor shall,
at the earliest practicable date after the enactment of this Act, pro-
pose to each State with which he has in effect an agreement entered
into pursuant to section 102 of the Emergency Unemployment Com-
pensation Act of 1974 a modification of such agreement designed to
cause payments of emergency compensation thereunder to be made
in the manner preseribed by such Act, as amended by subsection (a)
of this section. Notwithstanding any !{:rmvision of the Emergency
Unemployment Compensation Act of 1974, if any such State shmﬁefall
or refuse, within a reasonable time after the date of the enactment of
this Act, to enter into such a modification of such agreement, the Sec-
retary of Labor shall terminate such agreement.

SEC. 702. SPECIAL PAYMENT TO RECIPIENTS OF BENEFITS UNDER
CERTAIN RETIREMENT AND SURVIVOR BENEFIT PRO-
GRAMS.

(a) Paymext.—The Secretary of the Treasury shall, at the earliest
practicable date after the enactment of this Aet, make a $50 payment
to each individual, who for the month of March, 1975, was entitled
ggcit.hout regard to sections 202(j) (1) and 223(b) of title IT of the

ial Security Act and without the application of section 5(a) (ii)
of the Railroad Retirement Act of 1974) to—

(1) a monthly insurance benefit payable under title IT of the
Social Security Act,

(2) a monthly annuity or pension payment under the Rail-
road Retirement Act of 1935, the Railroad Retirement Act of
1937, or the Railroad Retirement Act of 1974, or

(3) a benefit under the supplemental security income benefits
program established by title %VI of the Social Security Act;

except that, (A) such $50 payment shall be made only to individuals
who were paid a benefit for March 1975 in a check issued no later
than August 31, 1975; (B) no such $50 payment shall be made to any
individual who is not a resident of the United States (as defined in
section 210(i) of the Social Security Act); and (C) if an individual
is entitled under two or more of the programs referred to in clauses

(1), (2), and (3), such individual shall be entitled to receive only one
such $50 payment. For purposes of this subsection, the term “resident”
means an individual whose address of record for check payment
purgoses is located within the United States.

. (b) RecreienT IpENTIFICATION.—The Secretary of Health, Educa-
tion, and Welfare and the Railroad Retirement Board shall provide
the Secretary of the Treasury with such information and data as ma
be needed to enable the Secretary of the Treasury to ascertain whic{
individuals are entitled to the payment authorized under subsection

(a).
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() Coorvinarion Wrra Orer Feperar ProgrRAMS—Any payment
made by the Secretary of the Treasury under this section to any indi-
vidual shall not be regarded as income (or, in the calendar year 1975,
as a resource) of such individual (or of the family of which he is a
member) for purposes of any Federal or State program which under-
takes to furnish aid or assistance to individuals or families, where
eligibility to receive such aid or assistance (or the amount of such aid
or assistance) under such program is based on the need therefor of the
individual or family involved. The requirement imligsed bf the pre-
ceding sentence shall be treated as a condition for Federal financial
H:rticlpation in any State (or local) welfare program for any calen-

r quarter commencing after the date of enactment of this Act.

%ie) APPROPRIATIONS iumommmon.——-’l‘here are hereby authorized
to approsriatad, out of any funds in the Treasury not otherwise
appropriated, such sums as may be necessary to carry out the provi-
sions of this section.

e¢) Payment Nor To Br Coxsmerep Income—Payments made
under this section shall not be considered as gross income for purposes
of the Internal Revenue Code of 1954.

Approved March 29, 1975.
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